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The Stock Market 


FROM THE VIEWPOINT OF A COMMERCIAL BANKER 


By WINTHROP W. ALDRICH, Chairman, Board of Directors, Chase National Bank 
Before Rochester Chamber of Commerce, October 14, 1937 


HE recent drastic break in prices in the stock market 
reveals an impaired efficiency of the stock market 
& which is not a matter of concern for security dealers 
and brokers alone. It is highly important to investors all 
over the country, and to every business corporation which 
needs or is likely to need new capital or which has maturities 
of existing issues to refund. It is a matter of concern also to 
the Federal Treasury, and to every State and municipality 
and agricultural credit corporation which contemplates new 
issues or which has maturities to meet. The United States 
‘Treasury and the States, moreover, are interested not only 
as borrowers but also as tax gatherers. This is especially 
true in connection with estate and inheritance taxes. The 
of the Federal and New York State estate 
taxes amounts to 22 per cent for estates of one million dol- 
lars, 40 per cent for five millions, 50 per cent for nine mil- 
lions, and over 70 per cent for seventy-five millions. To pay 
such taxes very large blocks of securities must be liquidated. 
The liquidation of the whole of large estates in a thin and in- 
adequate stock market might easily bring in less than enough 
cash to pay the taxes, not to speak of the fact that nothing 
whatever would be left for the heirs. 

The efficiency of the stock market is very especially a 
matter of concern for the commercial banker. He lends 
against stock market securities as collateral. He has com- 
mercial customers who, from time to time as their business 
expands, need an increase in their permanent capital in order 
that they may safely expand their borrowings at the banks. 
And the commercial banker is, therefore, very much inter- 
ested in the existence of a satisfactory securities market which 
can supply new long-time capital to his business customers. 

The trust departments of commercial banks, moreover, 
hold, in the aggregate, a tremendous volume of securities in 
their trust accounts. These accounts, constantly scrutinized, 
require from time to time the shifting of investments from 


combination 


one issue to another as conditions change, in the interest of 
the safety of the principal of the account, and from time to 
time it is necessary that the whole or a substantial part of 
the trust fund should be liquidated in compliance with the 
terms of the will or trust agreement, if the trust expires, or 
if other contingencies require cash distribution of principal 
to one or another of the beneficiaries, or if heavy estate and 
inheritance taxes have to be paid. 

The relations of the commercial banker with the securi- 
ties market have been built up through the years on the basis 
of a broad and active market for securities, and the recent 
demonstration that the stock market has been greatly reduced 
in breadth and in activity presents a problem of first im- 
portance. 

I would like to make a very sharp distinction between 
two sets of causes which have been involved in the recent 
severe break in stock market prices. On the one hand I 
wish to analyze the developments in the daily news, the fac- 
tors which lead to changes in the minds of investors as to the 
desirability or undesirability of holding stocks at a given level 
of prices and which lead men to buy or to sell. And on the 
other hand I wish to consider changes which have taken 
place in the character of the market itself, which have im- 
paired its ability to absorb a given volume of selling or buy- 
ing without exaggerated price movements. My main theme 
today is the second point. But I wish to discuss first the 
developments outside the market which may have induced 
men to buy or to sell. 

In the past, the stock market has been regarded as a 
barometer of business conditions. Always, when prices sud- 
denly break, men look about for some hidden cause or for 
some sudden change in the tempo of business. As this great 
break has proceeded, such causes have naturally been sought 
for. 

There has been definitely bad news during the summer 
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in, the disturbances in the Far East, disturbances which 
might affect our business, and which might affect European 
business. China ordinarily takes about 214 per cent of our 
exports and Japan ordinarily takes 7 or 8 per cent. This 
factor, under ordinary conditions, might easily have brought 
about recessions, but could hardly have initiated so violent 
a break. 

From time to time there have been disagreeable incidents 
and disagreeable utterances which seemed to increase the 
possibility of war in Europe. But all the information which 
came, by cable or telephone, from informed sources in Europe 
when our stock market break began, was definitely reassur- 
ing. Europe remained calmly confident that there would 
be no war. 

The suggestion has been repeatedly made that foreign 
selling was responsible for the break. But the facts are clear 
that in the course of the break, foreigners bought more in 
our market than they sold. There were two weeks out of 
eight in which there was an excess of foreign selling. Over 
the whole period from August 4 to September 29, however, 
foreigners bought more than they sold. Foreign buying or 
selling, moreover, was at no time large in volume during 
this break. 

The break in the stock market may or may not have sig- 
nificant consequences for business, but it was not initiated 
by a change in the business facts. The stock market break 
began in the middle of August. The business figures for the 
whole of August are extraordinarily good, and those for 
September show very moderate recession, even when allow- 
ance is made for the seasonal expectation of improvement. 
The beginning of the break in the market found the business 
community, as distinguished from the financial community, 
incredulous. As the break went further, businessmen, too, 
raised questions and manifested concern lest the break itself 
might lead to a recession of business. Business concerns which 
had planned expansion on the basis of new financing, neces- 
sarily decided that the plans for the present would have to be 
deferred. But throughout the break there was a sharp con- 
trast between the reports which businessmen generally made 
on the current state of their business on the one hand and 
the behavior of the stock market and the feeling of men in 
financial houses on the other. 

To say, however, that current business has been good 
and steady is very different from saying that investors’ con- 
fidence in the long-run future is either high or steady. The 


-rapidly increasing importance of governmental action in the 


field of business has made the investing public increasingly 
watchful of every governmental move and of every indication 
of future governmental policy. Few informed investors are 
free from apprehension regarding the long-run consequences 
of policies already inaugurated or of policies proposed. And 
the questioning spreads to wider and wider circles as dramatic 
episodes, the implications of which are easily understood, 
arise. The evaluation of the political future in the minds of 
the investing public is subject to sharp alterations. 

But I turn now to my main theme, which is the im- 
paired efficiency of the stock market machinery itself. The 
break which began in mid-August is not to be attributed to 
current business or to foreign selling. The foreign news may 
easily have induced a substantial volume of domestic selling 
of securities, and a decline in confidence in the political fu- 





ture may well have been a substantial factor. But the re- 
sponse in stock market prices to a moderate volume of selling, 
however induced, was extraordinarily drastic and severe. 
Moderate selling of securities found a stock market so re- 
stricted and so thin that it “couldn’t take it.” 

The warning issued by Mr. Gay, the President of the 
New York Stock Exchange, in his Annual Report for the 
year ending May, 1937, dated August 11 and released to the 
press on August 18, has proved itself to be abundantly justi- 
fied. The stock market, once so broad and active, once so 
capable of absorbing a tremendous volume of security sales 
with moderate price recessions, can now absorb a greatly re- 
duced volume of sales only with very serious breaks in 
prices. Conversely, a very moderate amount of buying brings 
rapidly rising prices. The following figures illustrate the 
radical reduction in the volume of selling required to bring 
about a given price decline in a selected list of thirty stocks. 


Share Sales on Days of Declining Prices, Related to Net 
Changes in Closing Prices of the Included Stocks 


Group of 30 Thousands of Shares Sold 
Common Per1% Per $1 

Stocks Price Decline Price Decline 
BS GR re Sac ev ccc ecces 13.1 23.1 
Pee “tt eee 8.9 23.4 
ve Ly y Serer 4.7 6.7 
RR Ws bass bce ents ce 3.6 5.4 
September 7, 1937............ 2.1 3.4 
September 10, 1937........... 2.6 4.2 


What are the factors which have brought about this 
change? I think that the answer is clearly and definitely to 
be found in the cumulative effect of a variety of govern- 
mental policies, some of which are directly concerned with 
the activities of the stock exchanges themselves, and others of 
which, designed for a different purpose, none the less restrict 
drastically the trading activities of the customers of the ex- 
change. Let me enumerate the developments: 

(1) The very high rates of taxation on capital gains. 
The tax on capital gains, as part of the general income tax, 
we have had for some time. But the great increases in the 
rates of income taxation in the last few years have meant 
that men of substantial means simply cannot afford to engage 
in any kind of active trading in securities. If they make a 
profit, the Government takes so high a percentage of that 
profit that what is left to them is no compensation at all for 
the risk assumed. If they incur a loss, they receive no income 
tax deduction for it, except as an offset to a corresponding 
gain. They will sell and they will buy, when impelled by 
some very powerful motive, such as the conviction that a 
particular security is no longer a good investment, or the con- 
viction that the general market is likely to go so low as to 
turn all their profits into losses. But active trading they can- 
not at all afford to engage in. 

Incidentally, when a man subject to very high rates of 
taxation on capital gains sells a stock on which he has a 
profit, he is very likely to sell at the same time some other 
stock in which he has a commensurate loss, and this factor 
of double selling can add very substantially to the burdens of 
a thin market. I am firmly convinced that the capital gains 
tax at anything like existing rates is a bad thing, not only for 
the market itself but also from virtually every other point 
of view. I think that the revenues of the Treasury from the 
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tax on capital gains would be greater if there were a flat rate 
low enough so that men of substantial means could afford not 
only to shift their investments freely, but also to trade freely, 
because the greater volume at the much lower rate would 
actually mean a very definite increase in the total of taxes 
paid. 

(2) Extremely high rates of income taxes of all kinds 
have greatly reduced and in many cases eliminated a factor 
which is always helpful to the markets in bad times and al- 
ways helpful in sustaining new capital issues, namely, the 
savings of men of substantial means, savings which, in the 
past, have gone in greater degree than other savings into 
the purchase of corporate shares. 

(3) Many factors have combined to eliminate informed 
buying and informed trading activities of all kinds. On a 
break in the market in the past, we could always rely, espe- 
cially on bad days, on the coming in of men with knowledge, 
buying power and courage, looking for bargains and able to 
buy them. Even when the trend was definitely downward, 
such men would come in on days of very violent breaks, 
cushion the market for a few days expecting to sell out on 
the automatic rally, and making the market much more or- 
derly and much more capable of absorbing liquidation. 

The greatest evils in our stock exchange speculation 
have always come, not from informed traders, but from the 
participation on a wide scale of an uninformed public, caught 
in the psychological contagion of a bullish boom, buying reck- 
lessly without information merely because the market had 
gone up the day before. The elimination or the reduction of 
mob psychology in the stock market is an eminently desirable 
thing. Speculation is useful and helpful and steadying when 
engaged in by men who know what they are doing, who 
know how to measure their risks, who take only risks that 
they can afford, and who know how to act quickly in diffus- 
ing these risks if their calculations prove erroneous. 

No responsible man wants to see the excesses of the mob 
psychology of 1927 to 1929 repeated. No responsible man 
wants the manipulative activities which helped to intensify 
the psychological contagion. But it is a great pity to pursue 
a line of policy which drastically curtails the informed activity 
of competent speculators. 

The first two factors which I have mentioned above, 
the very high rates on capital gains and the very high rates 
on all large incomes, have undoubtedly contributed greatly 
to eliminating informed trading in the market. Another fac- 
tor of great importance is the following. 

(4) If officers, directors or large stockholders of corpo- 
rations buy stocks and sell them again within six months, or 
sell them and buy them again within six months, and make a 
profit thereby, they are liable to suit by any other stock- 
holder of the corporation to recover the profit for the corpo- 
ration itself. Now, the purpose of this feature of the law was 
highly commendable. It was designed to prevent insiders 
from profiting on the basis of inside information at the ex- 
pense of less informed stockholders. Cases of this sort have 
been notorious enough, and the desire of everybody to stop it 
is one which I myself sympathize with strongly. A typical 
case is that in which an insider, knowing before anybody else 
in the corporation, because he himself is making the decision, 
that the dividend is going to be increased, proceeds to buy 
stock with a view to selling it out on the rise which follows 
the dividend announcement. Or, conversely, the insider, 









knowing that a dividend is to be decreased or eliminated, or 
knowing of some other adverse factor affecting the corpora- 
tion, sells, planning to buy back at a lower price when the 
news is out. 

But an unintended result of this sweeping legislation has 
been to eliminate the very helpful and useful activity of per- 
sons close to a company who have long been accustomed to 
buying their own stock on a break which they knew to be un- 
justifiable, not because they wanted the stock to keep—they 
already might have enough for their permanent investment— 
but because they did not like to see their corporation’s stock 
go too low in the market and because they believed that they 
could make a profit by selling again when the market steadied 
itself. Their activity in times like this undoubtedly lessened 
the losses of other stockholders who might be obliged to sell 
at a time when the market for the stock was disorganized and 
undoubtedly operated to steady the stock market as a whole 
and make it capable of absorbing sudden unexpected selling. 

Conversely, when the informed insider saw his stock go- 
ing to unreasonable heights in an excited bull market, he 
would often be a seller of stocks, expecting the market to go 
lower when the excitement was over and expecting to be able 
to buy his stock back at a lower price. This activity also was 
definitely helpful to the investing public. It prevented the 
stock from going to still more unreasonable heights and the 
purchase by ill-informed investors of stocks for much more 
than they were worth. It very materially narrowed the range 
of price variation in securities. It steadied the market. It 
was trading by informed men, not necessarily by men who 
were using information which they had received in a confi- 
dential capacity, but by men who had made a point of study- 
ing with care the publicly available figures and other informa- 
tion affecting the corporations in which they were interested. 
In many cases, especially the support of the stock on breaks, 
it represented a high order of responsibility, on the part of 
men who wished to protect their corporation and their stock- 
holders. 

I have known cases in panic times when officers, direc- 
tors and important stockholders engaged in such activities not 
at all because of the profits they expected—they were uncer- 
tain that there would be profits—but from a sense of duty to 
protect their stock. But they naturally do not do so now, 
since they are obliged to hold the stock for six months or else 
expose themselves to lawsuits and obloquy in case a profit is 
realized. 

I believe that it is possible to modify this rule in such 
a way as to prevent, to the extent that the rule does at present 
prevent it, the use of inside information to the disadvantage 
of other stockholders, and, at the same time, to restore to 
stockholders and to the market as a whole the protection of 
clearly beneficial activities by those close to a company and 
informed regarding its affairs. The statute apparently con- 
templates this. Section 16b of the Securities and Exchange 
Act of 1934 concludes as follow: 


“This subsection shall not be construed to cover . . . 
any transaction or transactions which the Commission by 
rules and regulations may exempt as not comprehended 
within the purpose of this subsection.” 


At the beginning of Section 16b the purpose is stated as fol- 
lows: 
“For the purpose of preventing the unfair use of in- 
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formation which may have been obtained by such bene- 
ficial owner, director, or officer by reason of his relationship 
to the issuer... .” 


The practical question is as to whether a regulation can 
be framed by the commission which will discriminate in ob- 
jective terms between fair and unfair use of inside informa- 
tion. I think that this matter deserves the closest study of 
the Securities and Exchange Commission. I am not sure that 
the proposal which | venture to formulate is the best one, 
but | present it as a basis for discussion. 

‘Lhe typical case where the insider has used his inside 
information to the disadvantage of other shareholders has 
been the case where he himself has initiated a price movement. 
Knowing that the dividend is to be increased or reduced, 
before anybody else knows it, he buys, or he sells, starting a 
movement upward or downward in the stock. The typical 
case on the other hand, where the insider’s action is most 
helpful, is when a sudden break or a sharp rise in the stock 
has occurred which he knows to be unjustifiable, and when he 
supports the stock on the undue break or sells on the unwar- 
ranted rise. 

I think, therefore, that the Securities and Exchange 
Commission might consider whether it should not exempt 
transactions by insiders which follow a break or rise of a 
certain per cent, say 5 or 7 per cent, which takes place within 
a stated period of time, say two days, the first transaction by 
the insider being at a price 5 or 7 per cent below the highest 
price of the preceding two days in the case of a purchase on a 
break or, in the case of a sale, on a rise, 5 or 7 per cent above 
the lowest price of the preceding two days. This would be a 
perfectly definite rule. The exact facts regarding the trans- 
actions of the insider would be matters of record, and the 
insider, under existing law in any case is obliged to report all 
transactions in his own stock to the Securities and Exchange 
Commission once a month. I believe that we should have an 
enormous improvement in the effectiveness and safety of our 
stock market machinery if this modification, or some other 
modification designed to accomplish the same purpose should 
be made in the sweeping prohibition now existing. I repeat 
that | make this suggestion as the basis of discussion, and not 
because 1 am sure that it is the only way, or necessarily the 
best way, to deal with the matter. 

Parenthetically, I may observe that the existing rule, 
though it largely eliminates the protective operations of the 
informed insider, does not prevent the insider from taking 
advantage of other stockholders in his company in case of a 
really bad development. He can still sell, get out, before 
anybody else knows that trouble is brewing, so long as he 
does not buy back within six months, and he can still buy to 
hold for over six months if some extraordinarily favorable 
development comes first to his attention. 

(5) A further factor which reduces operations by in- 
formed men, and narrows the market, is the frequent visits 
of agents of the Securities and Exchange Commission to 
brokerage houses when large transactions appear on the 
ticker, or other transactions which in their opinion are out 
of the ordinary. The Commission has a right to demand and 
does frequently demand full information not only as to the 
name of the customer for whom the transaction was put 
through, but also the details of all other transactions by that 
customer for a period of time preceding, and some cases have 
been reported where an investigator for the commission has 





even gone to the customer himself after his visit to the brok- 
erage office. Generally, the broker feels obliged to inform 
the customer of it in any case. Few men, however innocent 
their purposes, however legitimate their transactions, welcome 
governmental inquiry into them. And very many men who 
are competent as traders in securities and who have contrib- 
uted in the past a great deal to the safety and strength of the 
market, have ceased their activities because they do not wish 
to invite this kind of attention. 

This fact, widely commented upon by the brokers, is not 
stated by them or by me in a spirit of hostility to the Securi- 
ties and Exchange Commission. The Commission is diligent 
in carrying out a new law. It is diligent in studying every 
phase of the security business. If transactions of great mag- 
nitude appear on the ticker, it wishes to know about them. 
It wishes to know what kind of operations are involved. 

It is to be hoped that the Securities and Exchange Com- 
mission has been, in this policy, accumulating information 
and sampling the market rather than trying to act as an in- 
quisitor on every major transaction, and that, as it feels it 
understands the market better, it will make these visits to 
brokerage offices much less frequent. 

(6) There is great range of uncertainty on the part of 
floor traders, specialists and others as to what activities are 
permitted and what are not. There are complicated rules 
adopted by the Stock Exchange at the instance of the Securi- 
ties and Exchange Commission, sharply restricting the activi- 
ties of specialists and floor traders, which make it necessary 
at critical times, when quick action is needed, for the special- 
ists to confer with members of the Stock Exchange commit- 
tee having jurisdiction. Meanwhile, the needed action is not 
taken. There is complete uncertainty as to what activities 
are permitted in connection with stabilization of securities. 
The law forbids manipulative transactions intended to raise or 
lower prices, but permits the Commission to rule what kind 
of pegging, fixing, or stabilizing transactions are legitimate. 
More than three years have passed since the Act became effec- 
tive, but no rules on this subject have been adopted by the 
Commission. Practically, the uncertainty and danger are so 
great that such activities have virtually ceased. 

(7) The Securities and Exchange Commission has taken 
one attitude which I venture to characterize as unfortunate, in 
its rule of presumption regarding the activities of specialists. 
In limiting the activity of the specialist, it has stated that it 
requires affirmative proof that the activity of the specialist is 
beneficial, instead of assuming that the activity is not illegal 
in the absence of proof that it is harmful. A man who must 
act quickly if his action is to be of any use at all is heavily 
handicapped if he must simultaneously determine whether he 
can prove affirmatively the social utility of his action, even 
though he may be quite certain that there is nothing harmful 
or illegal about it. Definite and simple rules, on which men 
can act, are needed. With a great area of uncertainty and 
with uncertain penalties and with vague prohibitions, action 
is dificult indeed. 

(8) Of first-rate importance in the narrowing of the 
stock market is the very high margin requirement. As the 
Government states this requirement, it is a margin of 55 per 
cent. As the brokers calculate it, it is a margin of 122 per 
cent. If a man buys $10,000 worth of stock, the rule requires 
that he supply $5,500 in cash and that he may borrow no 
more than $4,500. This means that his margin is 55 per 
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cent of the total cost of the stock, or that it is 122 per cent 
of the $4,500 loan. Brokers and bankers, lending on active 
stocks, have usually considered 20 to 25 per cént of the loan 
a satisfactory margin from the standpoint of the safety of 
the loan, reserving always the right to require higher margins 
if the loan was not well diversified or if, for other reasons, 
higher margins seemed called for. Brokers and bankers have 
figured these percentages, not on the total purchase price of 
the stock, but on the loan, so that the increased margin re- 
quirement is a very. drastic one indeed. It is an increase from 
20-25 per cent to 122 per cent. 

The upshot of this is that anyone purchasing securities 
on margin must employ a very much larger sum of capital 
than formerly for a given volume of operations. This greatly 
reduces his capacity to act. It means, further, that, in a mod- 
erately declining market, he is unable to “average down,” 
as he could have done in earlier times, because his account 
immediately becomes restricted if the margin falls below 122 
per cent. A further complication arises. Formerly, a man 
with a margin of 122 per cent could easily withdraw cash 
from his account for special purposes, as for example, to pay 
an income tax. During the first half of September, of this 
year, however, when the market was breaking, it occurred 
in many cases that individuals with brokerage accounts, who 
had instructed their brokers to make the September 15 in- 
come tax payment for them, imposed upon the broker the 
necessity of selling, say $25,000 worth of stock in order to 
get the account properly margined so that $5,000 could be 
released with which to pay the income tax. 

These high margin requirements have undoubtedly been 
a factor intensifying the break which has recently taken place. 
Now, what can be done about this? First, let us consider the 
theory on which these new margin requirements have been 
based. They have not been applied for the purpose of making 
loans safe for bankers and brokers. Bankers and brokers 
know how to do this themselves, and in the discussions which 
preceded Regulation U and Regulation T, it was made quite 
clear that the purpose was something very different. The 
Federal Reserve authorities and the Securities and Exchange 
Commission have, moreover, very carefully refrained from 
putting a lower limit on margins or setting a figure at which 
the lender must sell the borrower out. This they still leave 
to the discretion of the lender, trusting him to protect the 
safety of his loans in restricted accounts. 

The purpose of the new margin requirements imposed by 
the Federal Reserve authorities is, rather, quite definitely to 
hold down stock market speculation on the rise and to pre- 
vent an undue increase in the amount of credit going to secu- 
rity speculation. Let us accept this theory and let us consider 
what policy should be followed under the law on this theory 
itself. Assume that we have here a new control, designed 
definitely to prevent speculative excesses in the stock market. 
On this theory, the margin requirement would be raised 
when the stock market was rising rapidly and very especially 
when it was rising rapidly on borrowed money. But, per 
contra, on the same theory, the margin requirement ought 
to be promptly lowered when the market breaks sharply or 
when loans on securities are being liquidated. If this method 
of control is to be used, it should be a two-way control, 
flexibly and promptly applied. 

The reductions made in a sharp break in the market 
should not be grudging and limited reductions. A prompt 









drop in the margin requirement from 122 per cent to 42 per 
cent early in September would have been a very helpful thing. 
A drop from 122 per cent to 80 per cent, followed a week or 
two later by another. drop to 66 per cent might have done 
very little good. When, at a later time under this same 
theory, an increase in the margin requirement is to be im- 
posed, the increase should come in the same way as the initial 
increase came, namely, as applying immediately only to new 
borrowing and to new accounts, but applying to existing bor- 
rowing and to existing accounts at a substantially later date. 

The method is new as an instrument of government regu- 
lation, and the Federal Reserve authorities may wish to study 
it a good deal before defining an automatic policy. But I 
venture to urge strongly that they consider immediately 
whether it might not be well at the present time to make a 
very substantial reduction in the existing margin requirement. 
And I venture also the practical judgment that the 122 per 
cent margin is higher than there was any occasion for at any 
time during the period in which it has applied. 

(9) The application of the very high margin require- 
ment to the activities of the floor traders and specialists on 
the stock exchange has done as much as anything else to re- 
duce the volume of expert and competent buying and selling. 
Floor traders, especially in their dealings with other mem- 
bers of the exchange, operating under the general rule against 
over-trading, had been ‘accustomed to deal on a 20 per cent 
margin of liquid capital, with, of course, the additional pro- 
tection of the value of their seats. When margin require- 
ments are raised to 122 per cent, their ability to carry stocks 
at any given time is reduced by approximately 70 per cent. 
In addition, in May of this year, the rule was made stricter 
for floor traders and other partners in Stock Exchange firms 
than for customers, because they are now required to have 
margin of 122 per cent on their maximum position during the 
course of the day, whereas customers need not be called upon 
for additional margin unless at the close of the day they have 
less than 122 per cent on their net position. 


The New York Stock Market, in the past, has been one 
of the most extraordinarily efficient mechanisms of the world. 
It has handled transactions of enormous volume. It has been 
capable of meeting shock and disturbances of the gravest 
sort, continuing to function and continuing to bring together 
buyers and sellers for all the securities offered. It was closed 
for ten days in September of 1873. The outbreak of the 
World War compelled it to close in August, 1914, but not 
until after all the stock exchanges of Europe had closed, and 
it reopened again before the end of the year. It closed again 
on March 4, 1933, but only after all the banks, including 
the Federal Reserve Banks, had closed in obedience to in- 
structions from public authority. With these three excep- 
tions, it has carried its load in every crisis and under all 
conditions. 

The New York Stock Exchange houses have been ex- 
traordinarily dependable borrowers. At the end of 1919, 
brokers’ loans stood at $1,750,000,000. At the end of 1920, 
this had been reduced to under $700,000,000. Brokers had 
paid off their loans at a time when commercial borrowers 
were increasing their borrowings by enormous amounts. This 
is, indeed, the normal expectation, both of the bankers and 
of the brokers. Under normal conditions, the Stock Exchange 
is the last, rather than the first claimant on banking funds. 
When the banks have excess lending power over the needs of 
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their borrowing customers, and especially over the needs of 
their borrowing commercial customers, they lend to the stock 
market. When the need for commercial borrowing grows, 
the banks call their stock market loans, to give to commercial 
customers, and the stock market pays. 

Between the peak of 1929 and the low point of 1932 
the stock market paid back brokers’ loans of over $8,000,000,- 
000, the peak having been about $8,500,000,000 and the low 
around $300,000,000. Only part of this was due to the call- 
ing of loans by banks. Part of it resulted from the investment 
buying of securities. As securities went down in price, passing 
from those who were carrying them on credit to those who 
were buying them with cash, customers paid back the brokers 
and brokers paid back the banks. Part of it resulted from 
the calling of loans by those banks which needed funds to 
lend to their customers and to meet depositors’ withdrawals. 
But the stock market paid. 

Let no one interpret this as meaning that I or any other 
responsible man has any desire to see the Stock Exchange 
called upon to repeat this experience. Responsible bankers 
and responsible brokers were deeply and gravely perturbed as 
the fantastic speculation of 1927-29 developed and as the 
rapid growth of brokers’ loans in that period manifested 
itself. Both the banks and the Stock Exchange houses sought 
to protect both themselves and their customers by an ex- 
traordinary variety of measures, including the marking down 
of loan values of stocks to figures far below the fantastic 
prices prevailing, by insisting upon an unusual measure of 
diversification of collateral in the loan envelopes, by studying 
the character of the market for each different kind of security 
and by exacting unusual margins. 

One high authority in Washington expressed the opinion 
in early 1928 that brokers’ loans were all right. The banks 
did not believe it, and responsible men in the Stock Exchange 
did not believe it—as proved by the increasing precautions 
which they took to meet the dangers in the growing brokers’ 
loans. This is not to deny that individual brokers as well as 
individual bankers lost their heads and their perspective as 
this wild thing went on, or that there were moral breaks on 
the part of men previously upright, nor to deny that men 
long unscrupulous found and used the extraordinary oppor- 
tunities for profit open to them in the wild and frenzied 
speculative move. 

But I want to make the sharpest kind of distinction 
between the stock market as a mechanism for the balancing 
of supply and demand in securities on the one hand, and the 
forces which govern supply and demand in securities on the 
other hand. The stock market is a market place which takes 
what is fed to it. Stock exchange prices are market prices 
which reflect the facts whatever the facts are. 

A fine automobile, burning highly etherized gasoline, in 
the hands of a drunken driver, going at terrific speed down- 
hill and around corners, is, of course, a great menace—but 
it is still a good automobile. The remedy is not to be found 
in fixing the brakes so that they will never release the wheels 
or in internal adjustments of the mechanism so that the car 
can never go over twenty miles an hour; but rather in throw- 
ing out the drunken driver and in using gasoline free from 
ether. Similarly with the market place—stock market or any 
other market. If the outside forces that make the supply and 
demand that come to a market go wild, the market will go 
wild. Sugar reached 22% cents in early 1920, and fell be- 





low 2 cents before the end of 1921. Hogs reached 23% 
cents in July, 1919 and fell to 5% cents in 1921. And real 
estate prices in Florida in the middle twenties were little 
short of astronomical. 

The primary explanation of the wild stock market of 
1927-29 was the vast expansion of bank credit generated be- 
tween 1922 and early 1928, based on incoming gold and the 
cheap money policies of the Federal Reserve System. The 
control of this was not in the hands of the Stock Exchange, 
nor was it in the hands of the individual commercial banks. 
The control of it was with the Federal Reserve System. 

When the annual growth of securities finds its market 
in the annual growth of investors’ savings, and when bank 
credit in the securities market is primarily a revolving fund, 
increasing with the growth of industry and commerce, de- 
signed primarily to finance the speculative transactions that 
are needed as the annual additions to the floating supply of 
securities gradually get shaken down into investors’ hands, 
the market machinery is not abused and the volume of credit 
in the stock market is not excessive. When, however, the 
natural gasoline in the automobile, namely, true savings, is 
‘uped by the injection of an immense volume of expanding 
bank credit, rapidly growing, the machine will run wild, and 
drunkards will very easily take the driver’s seat. 

In this connection, I want to express the opinion that 
the high margin requirements applied to loans for the purpose 
of carrying securities would be wholly unnecessary if the 
total volume of money and credit were not excessive. When 
we have artificially generated bank expansion, we are tempted 
to create new artificialities in the effort to prevent the bank 
expansion from working out its natural results. The last great 
abuse of bank credit manifested itself very especially in the 
securities market, though it also played havoc with the mort- 
gage market and many other markets. Since early 1933, we 
have been repeating, on a gigantic scale, the expansion of 
bank credit through the cheap money policies of the Federal 
Reserve System and the Treasury. It has gone chiefly into 
bank investment in the growing public debt. We are trying 
to block it off from the stock market by the margin require- 
ments. But money is not kept in watertight compartments. 
Once it is created, it goes where it pleases. I am told that 
the proceeds of loans made by Kentucky country banks to 
Kentucky farmers in the ordinary course of business were, in 
certain cases in 1924, employed as margin in Florida real 
estate speculation by the men who borrowed the money. Over 
this sort of transaction, the banker might have some control 
if he knew about it in time. But if the Kentucky farmer 
borrowed on mortgage to buy a piece of land from another 
Kentucky farmer and the second farmer used the money to 
buy securities or to buy Florida real estate, or anything else, 
the banker would have no knowledge and no control. If 
money and credit are made excessive, dangerous and perverse 
phenomena will manifest themselves in unexpected places and 
at unexpected times. 

The remedy for stock market abnormalities is not to be 
found in lessening the efficiency of the stock market function, 
but rather in sound general policy. The stock market is a re- 
flection of everything that happens outside. The broker 


executes the orders he receives. The specialist and the floor 
trader and other stock market men who deal on their own 
account likewise are primarily intermediaries, responding to 
outside forces. 
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In general, the legislative policy which has been devel- 
oped since 1933 with respect to the issue of new securities and 
with respect to the stock market itself, has had the purpose of 
increasing the honesty of the stock market, preventing the 
abuse of fiduciary relations, and creating a situation in which 
temptation and opportunity to abuse fiduciary relations would 
be reduced. I am in hearty sympathy with the purpose of 
this. In early 1933, I took a strong stand for the separation 
of commercial and investment banking, feeling that it was 
very important that commercial banks should be free from 
investment banking control and that investment banks should 
be free from commercial bank control, and that they should 
be able to deal at arm’s length with one another. I knew 
that, by and large, such relations had been conducted on a 
decent basis. But I felt that there had been exceptions 
enough to make it advisable to bring about the separation, 
having in mind, very especially, that commercial banks, hold- 
ing the deposits of the people, ought to be free even from 
suspicion of impropriety in such relations. 

On the other hand, I wish to protest with great vigor 
against the continued condemnation of the great body of 
bankers or other men in financial institutions as if dishonesty 
and abuse of fiduciary relations were the typical and prevalent 
thing. They have always been the exception, and have always 
been condemned by the great body of bankers and other 
financial men. 

And I want to take this occasion to pay a iribute to the 
essential integrity of our financial mechanism and very espe- 
cially of the Stock Exchange itself. The Stock Exchange 
houses meet their obligations. I as a banker know this. My 
bank has lent vast sums to the Stock Exchange houses. Act- 
ing for customers my bank has placed a great volume of 
orders to buy or to sell securities with Stock Exchange houses. 
They have executed them with efficiency and fidelity. 

It is a very general practice in connection with the buy- 
ing and selling of' securities that orders come from customers 
to brokers over the telephone, by word of mouth. The brokers 
execute these orders on the floor of the Exchange, not by 
interchanging memoranda, but by a word or a nod of the 
head, each broker making his own notation of the amount 
and price for his own records. Vast sums change hands every 
day on the basis of these verbal orders. In connection with 
them disputes are extraordinarily rare, and, where they oc- 
cur, they are almost invariably settled, not on the assumption 
that either man has been cheating, but simply that a mistake 
has occurred, which is readily adjusted. Only an honest 
market could handle vast sums this way. The Stock Ex- 
change has long been zealous in maintaining discipline among 
its members. Stock Exchange houses have high standards 
both for themselves and for their fellow members in the treat- 
ment of customers. Here and there, crooked men no doubt 
use underhand methods, but the percentage of this is lower, 
in my opinion, in the financial district than in almost any 
other place where human beings deal with one another. No- 
where else is a reputation for good faith more important. I 
welcome everything that can be done to eliminate abuses 
when they occur. But I believe that it is very important that, 
in eliminating the abuses, we should not stop the normal 
functioning of a mechanism which is an essential element of 
our economic system. 


Here I come back to a point to which I have before 
referred. On page 111 of the Report of Segregation by the 
Securities and Exchange Commission, on June 20, 1936, is 
the following passage: 


“In the meantime, pending the acquisition of further 
knowledge, emphasis should be placed on: (1) insistence 
upon the observance of rules against unjustified trading by 
the specialist for his own account. Trading for his own ac- 
count should meet an affirmative proof of justification and 
is not to be condoned simply because its undesirability can- 
not be established in each case.” (Italics mine.) 


Now, I am quite willing that there should be insistence 
upon the observance of rules against unjustified trading by 
the specialist for his own account. But I protest strongly 
against the second part of this proposition, namely, that trad- 
ing for his own account on the part of the specialist should 
meet an affirmative proof of justification and is not to be 
condoned simply because its undesirability cannot be estab- 
lished in each case. I believe that the presumption should be 
that the ordinary functioning of the Stock Exchange as it 
has grown up through long practice, under the observation of 
all the members of the Stock Exchange and its governing au- 
thorities, is justified, is wholesome, is normal. I believe that 
the Securities and Exchange Commission, as it studies the 
actual workings of the Stock Exchange, having access to the 
books and to every transaction of the specialist and of every 
other broker, should eliminate abuses as it finds them. But I. 
believe the burden of proof should not be against an honest 
man engaging in transactions in the regular course of busi- 
ness. I believe that both our legislative policy and adminis- 
trative policy should proceed on the assumption that our finan- 
cial machinery is, by and large, useful, and honestly con- 
ducted, and that to put an affirmative burden of proof of 
justification upon busy men who must act quickly if they are 
to act efficiently is an appalling thing. 

I know that the whole system of speculation in securities 
is questioned by some; that speculation as a whole in any 
market is condemned by some. I know that there are those 
who identify all speculation with gambling, and who would 
rule out all speculators as social parasites who have no use- 
ful function. But the verdict of impartial economists upon 
this point is clear and very nearly unanimous. The differ- 
ence between speculation and gambling is that in gambling 
artificial and unnecessary risks are created, whereas in specu- 
lation the risks already exist and the question is simply who 
shall bear them. There is no reason why any financial result 
at all should depend upon the throwing of dice except as 
men agree that a financial consequence should result there- 
from. But, whether we like it or not, whether we agree or 
not, real and important financial consequences do hinge on 
a change in price, whether of commodities or of securities. 
Such changes in prices will inevitably occur for a great variety 
of reasons. The risk of a price change is there, whether we 
like it or not. 

Now, the speculator is a risk bearer. He takes a risk 
which somebody else wishes to get rid of. And he takes it 
because he thinks he can make a profit by so doing. He is not 
a philanthropist; he is a moneymaker, or hopes to be. He is 
a successful speculator to the extent that his judgment as to 
the nature of the risk is good judgment. 
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To the extent that speculation is informed, to the extent 
that speculators trade within the limit of their ability to bear 
risks, to the extent that stock transactions are carried on by 
men of knowledge and experience and courage, the stock 
market is made safer, the whole body of investors is made 
safer, the collection of funds for industrial use from a wide 
body of people is made safer and easier, and our general eco- 
nomic life is served. 

linally, we have lately been met by a challenge to the 
whole notion of the desirability of liquidity, a notion which 
has been an axiom among bankers, and among informed 
students of investments since banking and security dealing 
began. A trustee, choosing investments, regularly considers 
three points: (1) safety, (2) marketability, (3) yield, and 
he rates marketability pretty high among these. He may, if 
he regards the safety of a security as very great, and if he 
is sure that he will not need to get the principal back for a 
long time, content himself with an investment of low mar- 
ketability, if he can gain in yield thereby. But, having in 
mind the many contingencies that may arise in the needs of a 
beneficiary of a trust, which may call for capital as well as 
income, and having in mind also the uncertainties of general 
economic life, he will usually rate marketability as a matter 
of very high importance, and content himself with lower yield 
than he could obtain in fixed investments. 

The value of and importance of liquidity in the securities 
market is questioned in pages 98 to 102 of the Report of 
Segregation by the Securities and Exchange Commission of 
June 20, 1936, though the Commission does not reach con- 
fident conclusions regarding the matter. As indicated in foot- 
notes, the discussion is primarily inspired by a book written 
in 1934. 

I do not believe this book is very authoritative, and I do 
not believe that the Commission has correctly interpreted its 
practical conclusions. I think the economic importance of 
marketability and liquidity is beyond question. 

But my present purpose is to raise a legal point regard- 
ing the policy of the Securities and Exchange Commission 
with respect to the question of marketability of securities and 
the liquidity of the stock market. 

‘The Commission has, indeed, broad powers, but these 
powers are delegated to the Commission under definitions of 
Congressional policy. The policy of the Congress in a large 
way is that the investors shall be protected and that the secur- 
ity market shall be an honest market. The Congress has 
aimed at certain general objectives: (1) the prevention of 
excessive credit for speculation in securities—a problem which 
is turned over to the Federal Reserve Board rather than to 
the Securities and Exchange Commission; (2) the elimina- 
tion of the dangers of manipulation; (3) the securing for 
investors of authentic and current information regarding 
securities dealt in; (4) some sections designed to prevent any 
possible abuse of the combination of the function of dealer 
and broker, particularly in the case of floor brokers and spe- 
cialists; and two minor points, provisions designed to prevent 
unfair use of inside information, and provisions regarding 
proxies. 

Neither in the declaration of policy of the Congress nor 
in the provisions of the Act, does there appear to be anything 
to indicate any intention on the part of the Congress that the 
Commission should determine what is a reasonable degree of 


marketability, or to authorize the Commission to take the 
view that it prefers a quality market, rather than an active 
market, or to justify the Commission in reaching conclusions 
upon the question of policy as to the desirability of market- 
ability or liquidity in the stock market. The only factor in the 
stock market activity of the past which the Congress has con- 
demned is manipulation. I agree that manipulation creating 
spurious activity in the market is undesirable and that market- 
ability dependent upon manipulation is untrustworthy and 
should be eliminated. But the restrictions on trading in the 
existing market have gone far beyond the elimination of man- 
ipulation, as I have shown in what has gone before. 

There is, on the other hand, in yet more recent legisla- 
tion by the Congress, namely, the Banking Act of 1935, a 
clear declaration by the Congress recognizing that market- 
ability is an essential attribute of investment securities. I 
quote from section 308 of the Banking Act of 1935: “‘As used 
in this section, the term ‘investment securities’ shall mean 
marketability obligations . . .” (Italics mine.) 

In the regulations issued under this Act on the fifteenth 
of February, 1936, the Comptroller of the Currency of the 
United States has laid down minimum requirements to be 
employed in determining whether a given security is mar- 
ketable. 

It has, of course, long been the practice of the Comp- 
troller’s Office and the National Bank examiners to raise the 
question in bank examinations as to whether investments of 
banks are truly marketable, and to use such criteria as fre- 
quency of quotation and number of transactions, and the 
examiners scrutinize not only the investments of the banks, 
but also the collateral, whether stocks or bonds, in the loan 
envelopes of the banks. 

In this banking legislation, the Government emphasizes 
the importance of marketability of securities as one of the safe- 
guards to the banking system, and, in its definition of “‘in- 
vestment securities,” the Congress has singled out for em- 
phasis “marketability” which is one of the three great criteria 
bankers and investment experts have always applied to in- 
vestments, namely, safety, yield and marketability. 

I feel justified in raising the question, therefore, whether 
the Securities and Exchange Commission may not wish to 
reconsider some of the doctrines presented on pages 98 to 102 
of the Report on Segregation, and in various public utter- 
ances of members of the Commission with respect to the 
necessity and desirability of marketability and liquidity in the 
securities market. And I raise the question whether a line of 
policy is really carrying out the purpose of the Congress to 
protect the investor, if it impairs a major attribute of invest- 
ment securities. 

Let me summarize: A broad and active securities market 
is of first importance to investors, to business corporations, to 
the United States Treasury and other public bodies, both as 
borrowers and as tax gatherers, and to the commercial banks 
as lenders, investors and trustees. The recent drastic decline 
in stocks, on a very moderate volume of selling, reveals an 
impairment of the efficiency of the stock market that calls for 
prompt correction. This impairment is to be explained as the 
cumulative effect of a variety of recent governmental policies, 
many of which can and should be modified without abandon- 
ing the underlying policy of eliminating abuses from the se- 
curities market. The tax on capital gains at high bracket in- 
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come tax rates can be changed to a low rate flat tax with 
positive gain in revenue to the Treasury. The rule regard- 
ing trading by insiders can be modified so as to restore pro- 
tective action by insiders on breaks, and still prevent unfair 
use of inside information. The margin requirements can be 
made a flexible instrument of control, rising promptly on 
stock market booms and dropping promptly on breaks. The 
great range of uncertainty regarding what is allowable in 
the activity of specialists and other dealers can be greatly re- 





duced by prompt and clear definitions by the Securities and 
Exchange Commission, and, above all, the unfortunate re- 
quirement of an “affirmative proof of justification” can be 
withdrawn. Changed policy can bring back into the market 
the activity of men who have knowledge, buying power and 
courage. And all administrative policy can be reconsidered in 
the light of the declared policy of Congress in the Banking 
Act of 1935 with respect to the importance of marketability 
as an attribute of investment securities. 


Mr. Roosevelt Is a Changed Man 


By ALF M. LANDON 
Over National Network from Topeka, October 19, 1937 


HAVE called a meeting of the 17,000,000 men and 
I women who voted for the Republican ticket last Fall. 

I have taken it upon myself to call this meeting because 
I held the honor of being the standard bearer of the cause 
for which your votes were cast. 

I wish to suggest ways and means by which we, the 
minority party, can be of outstanding service to our country. 
This demands unity in our party, the laying aside of all 
petty differences and all personal feeling. 

Of course, in every great party there are those who 
differ on details, plans and procedure, but these fade to insig- 
nificance under the shadow of the growing threat to our 
republic. This major issue is so great that it dwarfs all 
minor differences and transcends party labels. 

The challenge to our country today is that citizens lay 
aside all personal, factional and party prejudices and join in 
the fight to preserve the republic. 

Through the modern miracle of radio it is possible for 
us to assemble in one great gathering, even though we be 
spread from one end of the nation to the other. And so | 
am using this vehicle to discuss informally with you two 
events of great importance. 

But first, let me digress for a moment to review some 
of the circumstances leading up to these events which so 
vitally affect the lives of all of us. 

During the past months I have received hundreds and 
thousands of letters, earnestly inquiring why I have remained 
silent so long. I would like to take a moment to tell you why. 

First, I believe that under normal conditions, when a 
man has been elected to public office, good taste and good 
government demand that we give him free rein to establish 
those policies which he promised the voters in order to secure 
their votes. 

Frankly, I had hoped that after the election we might 
consolidate the gains this country had made in a new vision 
of civic righteousness. Last December, after election, I called 
on the President in Washington and told him that I wished 
to do my part to create a spirit of harmony and solidarity 
among us as a people. 

Then, suddenly, last February, without warning, the 
President made an attempt to control the decisions of the 


Supreme Court of the United States. Just at the time when 
we were trying to heal the scars of class consciousness, just 
at the time when we hoped a world torn by war and threats 
of war would feel that we were a country at peace at home, 
he instituted a bitter controversy that shook this nation to 
its foundations. 

But once more I remained silent. I felt it my patriotic 
duty to do nothing which would give any one an opportunity 
to make a partisan issue out of this great crisis. 

But now the time has come to act. 

In a recent speech Mr. Roosevelt stated that progress 
lags in this country. He said that the lawyers of our country 
and the Constitution have kept us twenty years behind the 
times. 

Now, I agree with Mr. Roosevelt that progress lags. I 
think all of you agree that progress lags. That makes it 
unanimous; so one of the outstanding questions in America 
today is: “Why does progress lag?” 

The President has said that we must accept one of two 
alternatives. We must take his personal form of govern- 
ment—we must give him more and more power. We must 
coerce Congress. We must submerge the Supreme Court. 
We must strike down anyone who raises a voice of objection 
to the way he does things. 

We must do all of these things or else go back to the 
old order of things—back to manipulation by “malefactors 
of great wealth,” back to sweatshops, back to starvation 
wages. 

Of course, if people believe that we must either have a 
one-man government or social and economic chaos, there is 
no question as to what their choice is going to be. The man- 
ner in which Mr. Roosevelt puts the question reminds me 
of the lawyer who said to a witness: “Have you stopped 
beating your wife? Answer yes or no.” 

The real question facing this country today is: “Why 
do we lag in social progress?” 

I am going to tell you why I believe social progress lags, 
and I believe I can prove it to you beyond all question of 
doubt. The real reason why progress has lagged in America 
during the last four and one-half years is the failure of the 
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President of the United States to follow our constitutional 
method of government and his failure as an administrator. 

The President says that constitutional methods are too 
slow— it takes too long to do things in the way the Constitu- 
tion prescribes. But I submit that if we had followed con- 
stitutional methods, we would have made many times as much 
progress as we have made during Mr. Roosevelt’s adminis- 
tration. 


I would like to point out that Mr. Roosevelt’s career . 


as President divides itself into two parts: 

The first phase of his career deals with the first few 
months when he was in office, from March, 1933, to July, 
1933. During those few months he performed commend- 
able service. He rose to the emergency with emergency action. 
He fed the hungry, he sheltered the homeless, he replaced 
fear with confidence and hope. 

Then came the second period—the period of working 
out a far-seeing, long-range program of social reform. This 
was a different situation. This required a different type of 
ability. This was a job which required quiet, hard, pains- 
taking work. 

During the first four months of Mr. Roosevelt’s adminis- 
tration, industrial production rose 37 per cent. Things began 
to hum. Industry was picking up. People were regaining 
their confidence. 

Then came Mr. Roosevelt’s first important piece of 
supposedly temporary social legislation, namely, the NRA. 
What happened? Progress stopped. We began to slide back. 
We lost most of what we had gained. And this has been 
repeated many times. 

Now, as I have said, the lag in social progress is due to 
Mr. Roosevelt’s failure to follow constitutional methods. 
Let me dwell on this point for just a moment because it may 
clarify our entire present situation. 

Under our constitutional method, the President makes 
recommendations to Congress. He turns over the drafting of 
legislation to the legislators. Members of Congress investi- 
gate all phases thoroughly. They hold public hearings. They 
allow almost every one who is interested to come in and have 
his say. They discuss the pitfalls, the loopholes, all the things 
that may go wrong. They listen particularly to the opposi- 
tion—to the people who don’t want the legislation. Inci- 
dentally this is a phase that Mr. Roosevelt does not seem 
to understand. He does not want to let the opposition talk. 

But if you ask any man who understands drafting legis- 
lation, he will tell you that the opposition is your biggest 
help. They tell you all the things that are wrong. They tell 
you all the reasons why it won’t work. They give you the 
information that enables you to plug up the loopholes and 
draft a law that will work after it is passed. 

Now this may seem a slow tiresome method in terms of 
weeks or months, but if you look back over a period of four 
and one-half years, it would have been very rapid indeed, if 
through that method we had obtained some legislation that 
was workable. 

But what did Mr. Roosevelt do? He refused to call in 
able legislators with years of experience. He turned drafting 
of the legislation over to some college sophomores. He 
handed it to Congress in a package and said in effect: Pass 
it this way without crossing a “t” or dotting an “i.” 

For example: When the NRA was passed, his avowed 





purposes met with approval. But the NRA did not work. 
As every one knows it was a miserable failure. Don’t take 
my word alone for this. Ask Mr. Roosevelt himself. He 
admits that it failed but excuses it all on the basis that it 
was well intended. 

Yet, despite the fact that NRA did not work in practice, 
Mr. Roosevelt continues to insist upon adoption of its theory 
in one form or another, thus making the same mistake over 
and over again. 

The Social Security Act is another example of the same 
policy. It is well intended. It is something that is necessary 
in our country. There are many men in America who have 
studied this problem for years. Practically every one of them 
disagreed, not with the idea, but with the form Mr. Roose- 
velt was jamming through. 

For social security is at least the one thing in which all 
citizens should be treated equally. The present law does 
not do so. It will be changed to correct its errors when it is 
dealt with intelligently. This is necessary because Mr. Roose- 
velt failed to follow constitutional procedure in drafting it. 

Let us next consider the question of relief. I do not 
need to tell you that relief has been made a political foot- 
ball. You have seen examples all around you. Unemploy- 
ment was our biggest problem when Mr. Roosevelt came into 
office in 1933. It is still our biggest problem. 

I believe we are morally worse off now than we were 
then, because at that time every one at least wanted to work 
if he could find a job. The present policy of relief may be all 
right for those who want to stay on relief, but to the self- 
respecting man there can be only one question: When do we 
go back to work? 

There is another situation in America today which is 
holding back industrial recovery perhaps more than any one 
single thing, and that is taxes. Not just the amount of taxes, 
but the confusion over taxes. No one knows from one year 
to the next what is going to happen. How can oe country 
go ahead under such conditions? 

Isn’t it time, instead of jaunting across the country, that 
some one stayed home long enough to work out a program 
of tax legislation that would not have to be changed every 
year? 

Ladies and gentlemen: I think we are all glad to find a 
growing sentiment that the Constitution works when you 
give it a chance to work. I believe you must be realizing by 
now that our good old Constitution, instead of being a horse 
and buggy, is a roaring motor car, compared to the progress 
we have been making. 

Now, I would like to make a prediction—prediction 
about the Wagner Labor Act. Again, “his heart may be in 
the right place.” Again, his intentions were the best in the 
world. But again constitutional procedure was not followed. 

And I want to make this prediction: That once more 
you will find an unworkable, messed-up piece of legislation 
that will have to be done all over again. True, it is a step 
in the right direction. It is a move in the direction of col- 
lective bargaining. Despite its present weaknesses and fail- 
ings, we should place our feet squarely upon this act. 

The wisdom and fairness of the people will eventually 
bring about a modification so that the justice and equality 
of all rights, including that of the public, will be recognized. 
But at the present time there are many lawyers in this coun- 
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try (not corporation lawyers, but labor lawyers) who will 
tell you that they have already found so many holes in it 
that it looks like a sieve. Here, again, a worthy cause will be 
seriously hurt if it is not corrected immediately. 

Incidentally, I suppose next week I will be accused by 
the administration of being anti-labor because I dared to 
criticize the Wagner Act. But, if I am thus accused, I will 
have plenty of company, for our recognized labor leaders are 
criticizing the operation of the act. 

Mr. Roosevelt’s policies in dealing with labor problems 
have not only been unsatisfactory, they have been dangerous. 
It is his specific duty to maintain order when local authorities 
do not do so. It is his duty to protect the working man. It 
is his duty to protect property. 

But when trouble came he again failed to follow the 
Constitution. He failed to protect either the men or the 
property. Of course, the property can be restored. But the 
deplorable thing was, he did not protect human life. Men 
were shot and clubbed. And according to press reports, the 
President shrugged his shoulders. He said it was a local 
affair. He said: “A plague on both their houses,” and went 
on another vacation. 

I have given you the basic reason for the lag of social 
progress in our country—I have given you numerous examples 
of legislation, each of which had its heart in the right place, 
but all of which will have to be done over again because 
constitutional procedure was not followed. 

Now I want to give you an example of what happens 
when a piece of social legislation is drafted according to con- 
stitutional procedure by men who really understand the art 
of drafting legislation. 

About the year 1905 New York State took up the ques- 
tion of revising insurance laws for the protection of insur- 
ance companies and the protection of policy holders. A cer- 
tain small group of men attacked the problem. And after 
months of arduous toil (it may have seemed awfully long 
at the time), they worked out a program of legislative 
reform. 

That law is still in effect with only slight modifications. 
The same basic law has been adopted by many other states. 

Twenty-five years later our country was struck by the 
greatest depression in the memory of living man. Those 
insurance companies incorporated in states which had drafted 
similar laws represented the one investment of the average 
man that stood up. 

There is one man in the United States to whom we can 
be thankful as much as to any one else for this great piece 
of social legislation that stood the test of a generation, and 
that man is Mr. Charles Evans Hughes, Chief Justice of 
the Supreme Court of the United States. It was Chief Jus- 
tice Hughes, heading an investigation, who made recommen- 
dations from which our sound insurance policy was built. 

But there is another tradition in our constitutional 
form of government, which holds that when a man is to 
be appointed to an important non-elective office he shall 
be submitted to the scrutiny and white light of public hear- 


‘ ings. The spirit of our Constitution, like our marriage cere- 


mony, states that if any one has reason to show why a man 
should not be appointed to a public office, “let him come 
forward and speak.” 

I am referring to Justice Hugo Black. I think it is 












fitting to refer to this because it is another case in which 
constitutional procedure was ignored. 

There was a demand for public hearing not only on the 
part of private citizens but by United States Senators. But 
the Administration used all its mighty power to prevent such 
public hearings—to prevent the operation of our constitu- 
tional methods of government. 

Now, regardless of what side you take in this case, | 
believe every one agrees that, if the Constitution had been 
followed, all of the information concerning Mr. Black would 
have been presented to the American public before Mr. 
Black was confirmed. 

This is one of the important incidents to which I 
referred. I think it illustrates graphically that the Consti- 
tution does work when you give it a chance to work. 

And now I come to the second point of tremendous 
importance to our country: the second point which I said I 
wanted to discuss with you this evening. I have pointed out 
the lag in social progress which has been caused by failure 
to follow the spirit of our Constitution. These mistakes 
have been costly. They have set us back repeatedly, but thev 
can be corrected. 

Now, however, we are faced with a situation where 
he may make a mistake that would indeed be tragic, that 
might lead to war. The President’s impulsive quarter- 
backing, his readiness to assume the responsibility of a one- 
man government in international affairs, is far more danger- 
ous than the same tendencies in dealing with domestic mat- 
ters. 

Rightly, we may ask the question the world is asking: 
How far does he intend to go?” 

In a recent declaration of his international policy, Mr. 
Roosevelt said that if the rest of the world is at war: “Let 
no one imagine America can escape peacefully.” 

He spoke of quarantines, which mean either economic 
sanctions or blockade. Our experience with Italy has proven 
the ineffectiveness of economic sanctions, and blockade means 
war. The statement that America cannot escape peacefully 
when the rest of the world is at war sounds just like what 
we were told in 1917. 

By the time the special session of Congress convenes 
it is to be hoped the President will have thought out what 
he proposes to do. Close observers have increasing doubts 
if he thought his recent declaration through to its logical 
conclusion. 

Moreover, Congress adopted a Neutrality Act at the 
last session. The President took it upon himself to repeal 
the principle of the act. Now, the job for the Congress will be 
to decide whether the President’s own policy is to be followed 
or whether we are to adhere to the policies which the last 
Congress adopted. 

I am not surprised that the American people have been 
willing to grasp at anything that might appear to be new 
and different. We must remember that it is hard to think 
straight on an empty stomach. We must remember that when 
you are cold and hungry and you don’t know where your 
next meal is coming from, you can’t become very much inter- 
ested in abstract principles of government. 

But now we have had ample time to find out how some 
of the new theories are working out. We have had time to 
appreciate that social progress would have been years ahead 
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today if we had followed constitutional methods during the 
last four and one-half years. 

I do not believe in the Constitution because I think it 
is sacred. I reverence it because it is so intensely practical— 
because it works when you give it a chance to work. 

We have heard too much lately about liberty and free- 
dom as something belonging to the mind and to the soul. 
Liberty and freedom, after all, are merely means to an end. 

The four great scourges of the average man are unem- 
ployment, sickness, accident and penniless old age. Unless 
liberty and freedom can help us overcome them, liberty and 
freedom are nothing but empty phrases. 

The liberty and freedom for which our forefathers 
fought meant something concrete, tangible and immediately 
beneficial. Today it must mean something just as definite 
to us if we are to fight for its preservation. 

Liberty and freedom should enable all who want to 
work to get good jobs at good wages. Liberty and freedom 
should mean that men and women have decent hours of 
work and satisfactory working conditions. Liberty and free- 
dom should mean that a man have leisure to spend with his 
wife and children and the right to an old age of peace and 
comfort. 

Freedom must mean that with reasonable effort a man 
can acquire these things as a matter of right and not because 
some kindhearted employer is willing to let him have them. 

Liberty and freedom should mean a fair distribution of 
the rewards of production and should prevent an unhealthy 
concentration of wealth and economic power in individual 
hands or government. 

Liberty and freedom should mean that a man may have 
the opportunity to acquire possessions of his own, business of 
his own, and that the corner grocer or the little factory 
worker will not be discriminated against, either by great 
privileged competitors or by government. 

Liberty and freedom should mean the right to a fair 
earning power and a decent standard of living to the farmer. 

Liberty and freedom should mean the right to support 
a government which provides the opportunity to happiness 
and economic security and the free choice to criticize or 
oppose it if a man does not agree with it. And 6f course, 
liberty and freedom must mean the opportunity to worship 
as one’s conscience dictates, and the right to a fair trial. 

This is the kind of liberty and freedom that you and I 
ind the Republican party of today stand for. If our party 
did not stand for these things, you and I would not want to 
be Republicans. 

But there is one additional feature that distinguishes us. 
We believe that we can solve our problems as free men under 
a constitutional government, in which we have a voice in the 
solution of our problems. 

We do not believe we are helpless, incompetent and 
unable to solve our own problems. We do not believe we 
must turn our problems over to any one man to tell us what 
we must do in order to be wise and competent. We do not 
believe that it is necessary to give up what we already have 
in order to gain additional things we want. 

During the first few months of Mr. Roosevelt’s Admin- 
istration, he awakened a new social consciousness. | was in 
sincere sympathy and agreement with many of the purposes 
set forth. 





But now I must say something that I regret to admit. 
Mr. Roosevelt is a changed man. He is not the man who 
was elected in 1932. 

It is apparent that Mr. Roosevelt is going through the 
same process that transpired in the life of every man in 
history who was given too much power. Power feeds on 
power—today, just as it did in the days of Julius Caesar. 
And while I feel that Mr. Roosevelt should be given every 
honor that is due him, the time has come when we must 
change our methods in Washington. Every fair-minded man 
must concede that many of the questions Mr. Roosevelt has 
asked are proper, but it must also be conceded that his answers 
don’t work. 

When Congress convened in the last session, there were 
many important pieces of legislation pressing for enactment. 
But what did Mr. Roosevelt do? He wasted practically the 
entire session of Congress of 1937 fighting to get more 
power for himself. 

Now the President has just called a special session of 
Congress. In making his announcement, he outlined com- 
mendable purposes. We all agree with them. That makes 
it unanimous again. But, how is he going to achieve them? 
First, of course, he asks for more power. 

His government reorganization bill, regardless of what 
he has said about it, has for its main purpose the placing « 
practically every Federal employee under the thumb of the 
President, to be hired and fired at his discretion. 

It would also place the semi-judicial commissions under 
the control of the Executive. It will precipitate another con- 
troversy just as important as that which occurred in regard 
to the Supreme Court, because once again he strikes at the 
very heart of constitutional representative government. 

| have pointed out to you the different ways in which 
our President has violated the letter and spirit of the Consti- 
tution. I have proven to you in each case our country unmis- 
takably would have been better off if he had followed the 
Constitution. 

From this there can be only one conclusion: If we are 
to go forward from here, it must be under the practical guid- 
ance of that great document. 

Mr. Roosevelt asks for more power, and still more 
power, to accomplish his purposes. As long as he uses lack 
of power as an alibi, we will never make any real progress. 
Most of the mistakes he has made have been made because 
he has been given too much power. 

What he really needs is less power—a position that will 
force him to take the advice and counsel of other men of 
both parties—men whose hearts also are in the right place, 
but men who have had more experience and who know more 
about the practical application of government than he does. 

We have had a new deal. Now what we most need in 
America is a new yardstick—a yardstick to measure the 
ability and the accomplishments, as well as the good inten- 
tions, of public officials. 

It is time to put a solid foundation of workable legisla- 
tion under the air castles which the President is forever 
blowing. 

It is time to realize that we must apply the resources 
of the mind if we are to make the wishes of the heart 


come true. 
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Lost: One Generation? 


By STRINGFELLOW BARR, President, St. John’s College, Maryland 
Before Herald-Tribune Forum, New York City, October 9, 1937 


N discussing the ways in which our generation is finding 
itself, we shall not understand well what we are saying 
or hearing if we forget those other generations of man 

than our own. The theme of this morning’s discussions 
arouses echoes of a much-worn phrase, “The Lost Genera- 
tion.”” But in some sense each of the generation of man has 
been lost and each has found itself, in various ways, by various 
means, in varying degree. I never look at the lost and found 
columns of the Herald Tribune without a mild surprise at 
missing the obvious entry: “One Generation.” Moreover, 
since all the members of a generation are never in perfect 
step, I always look under both headings. In any case, the 
great lost and found columns which we call the classics of 
literature are full of such entries. Every generation gets lost, 
and nurses its own private agony. Every generation finds 
itself, in so far as it understands that agony. 

Our generation has lived through a World War, 
through the toppling in Europe of one social system after 
another, and our own dark years of economic dislocation. 
We look out now upon a peculiarly insecure world. But 
we will do well to remember that, except for little islands of 
time and place, every generation has undergone war, famine, 
pestilence, poverty and loneliness of heart. Our generation 
has abolished none of these. If it has found itself, and not 
merely found jobs again, it has been by understanding its 
own Odyssey and its own peculiar travail. 

I suggest that our generation gathered all together and 
took its journey into a far country. It had a goodly inherit- 
ance to gather together. We were the heirs of more than 
twenty centuries of European and American culture, and 
the intellectual accumulation of twenty centuries is no mean 
heritage. In that rich past were rooted the religious faiths 
by which we lived, the books we read and loved, the political 
constitution through which we governed ourselves, the tech- 
niques by which we earned our living, the social habits of our 
daily lives. Meanwhile, we had become the richest nation 
on earth. 

It was our riches we gathered together. And we took 
our journey into a far country. I am not speaking here of 
the American tourist trade to Europe. We went, if you 
like, in the other direction. In Europe lay both the bones of 
our ancestors and the roots of our political traditions; but 
the World War had soured us on Europe except in a tourist 
sense. 

We turned our backs on our tradition. We entered a 
far country called The New Economic Era, and we wasted 
our substance. We bought an expensive car, on installment, 
and we went to town. Our neighbors, the Joneses, bought a 


more expensive one, also on installment. Like Jones, we’ 


bought expensive wives. Like Jones, we turned in our cars, 
and our wives, when new models appeared on the market. 
We were getting rich quick. We were too busy to enter 
politics and usually too busy to vote, and we were tolerant 
of those who found personal advantage in entering. Polit- 


ically, we were inclined to let things ride. In economic 
affairs we were dazzled by increased machine production; we 
were prepared to howl down those who insisted on discussing 
distribution. 

We even went in for education. We endowed colleges 
in a big way, and we sent our sons and daughters to them. 
But we showed by the character of our endowments and by 
the advice we gave to our sons that we had put new demands 
on the college. We asked it to guarantee financial success to 
our children. Even the liberal arts college, which had been 
especially devised to help each successive generation find it- 
self, not merely find a job, was conscripted. Our children 
had to be prepared for jobs in a hurry, since the prizes were 
ripe and golden. 

And the new courses our colleges piled up had to be 
“practical,” or our graduates might not get jobs at all. Out 
the window went the older “disciplines” like Latin, Gteek 
and methematics. The best discipline, according to the new 
learning, was to be found in what interested the student. 
As for taking subjects because they were the traditional ones, 
it was precisely tradition that we were eager to elude when 
we took our journey into this far country. 

If our sons were baffled by the multitude of courses 
they were to select from, we advised them to take Spanish, 
on the grounds that our South American trade was growing 
or might grow; current events, so they could read the news- 
paper while commuting and so they could distinguish Demo- 
crats from Republicans; journalism, in case they might want 
to write. Not being quite certain whether they would trade 
with the Argentine or enter journalism, our sons found the 
so-called elective system of our colleges a bit artificial. They 
therefore chose those courses that came at 10 o’clock instead 
of those that came at 9. They made social contacts and 
went in for extra-curricular activities. Their professors 
shirked teaching and went in for research and publication. 
And the college administration went in for new buildings. 
Oh, we had our fling at education, too, while we were in the 
far country. 

If I speak of this educational adventure in detail, it is 
because I was doing college teaching at the time and it is this 
part of the far country that I know best. Moreover, since 
our forefathers had founded and endowed colleges of liberal 
arts expressly as places in which a generation might find it- 
self, it is worth knowing what we did with this particular 
portion of our inheritance. Finally, what a community 
thinks it worth while teaching its young reflects pitilessly 
what that community thinks life is about. I judge we thought 
life was about the business of making good, and so we wanted 
our young to make good. 

In a good sense, it is the succession of new generations 
which gives a community its chief hope of salvation. The 
late "teens are a fertile period, just before the tragedy we 
call youth degenerates into the comedy we call middle age. 
Instead of making use of that fertile period, most people 
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decide to make money instead. Then the comedy begins. 
Instead of our generations’ finding itself in that moment of 
opportunity, most of us decided merely to find jobs and to 
look up ourselves later, when we lived at better addresses. 
But when we did, we had moved. This intention and this 
frustration are called making a journey into a far country. 

Then came 1929, when we had spent all and when there 
arose a mighty famine in that land. It was a queer kind of 
famine: it was commonly called poverty in the midst of 
plenty. We like to congratulate ourselves on the staunch 
courage with which we withstood that famine; but some 
candid soul-searching would reveal not only sensational sui- 
cides, but some awfully tawdry human solutions. Even before 
the famine began, a cultural famine had begun. We had, in 
between automobile trips, moved in a waste land, we had 
displayed what we ourselves called the modern temper, we 
christened ourselves futilitarian. 

So that when the physical famine came, even those of 
us who still had jobs often wondered what the jobs were. 
We had wilfully surrendered the ideas by which our fathers 
had lived, we had allowed our own government to slip from 
our hands, we had allowed our economic system to devour us, 
we had permitted youth to be flaming and mature persons 
to be “the boys” and “the girls.” 

Even getting and spending had palled, and many of us 
were sick of our gadgets, even before we had to suspend 
installment payments on them. 

We began to be in want; not merely in want of money 
but in want of a function. A whole generation of youngsters 
faced a world which apparently did not need them. Having 
sold our birthright, we turned to panaceas. We would have 
joined ourselves to any citizen of that country who would 
promise a millenium. We would have gone to his fields to 
feed swine. The political ideals of our fathers and grand- 
fathers had gone by default in the fat ’20s; in the lean ’30s 
we discussed abandoning even lip-service to them. In other 
countries we saw men sell their hard-won heritage of liberty 
for a square meal. Perhaps this was a solution only on the 
animal level, but we would fain have filled our bellies. 

Did our generation, at this juncture, come to itself and 
remember its own spiritual home, its own traditions? I do 
not know. Quantitatively, “generation” is a large word. 
But I know, and you know, members of our generation who 
began to recall their origins, who began to want not only 
food and lodging, but to know who they were and to what end 
they lived. Politically, they began to reassert their rights as 


citizens and to examine the form of government under which 
they lived. Economically, they asked themselves whether a 
system of mass production could function without mass pur- 
chasing, whether city populations could ignore farm economy 
and themselves survive, whether the practices of the stock 
market, in which they had gladly participated, did not need 
revision in the light of the common good. 

Some of them began to look at their jobs, not merely 
at their pay checks, more critically. And in general our gen- 
eration became a little less sure that the experience of the 
past was irrelevant. ; 

It was inevitable that our generation should also ques- 
tion its theories on liberal education. If the technique 
changes, the technical education which is supposed to prepare 
for it must adapt itself. If our picture of what life itself is 
undergoes a change, then liberal education, which is con- 
cerned with preparing the younger generation to live wisely, 
must be re-examined. Today there are signs that our col- 
leges of liberal arts are recalling the function they had abdi- 
cated: to help a generation find itself, not merely find jobs. 
That function involves nothing less than recapturing and 
transmitting the intellectual heritage that lies back of our 
economic assumptions, back of our customs and manners, 
back of the words we speak and the numbers we count. 

I dare to predict a revival of the basic disciplines of 
language and mathematics in our liberal colleges. I even 
dare predict that our colleges will again have the courage to 
lay down a course of study for the student who wishes to 
find himself, rather than inviting him to study whatever sub- 
ject he thinks might interest him personally. While I am 
prophesying, I should like to go further. I should like to 
predict that our generation will then have at its disposal 
educated leaders aware of the accumulated wisdom of our 
forefathers, aware of the permanent problems which do not 
change with party politics or new economic eras, cognizant 
of our tradition and able to adapt it to new needs, willing to 
assume responsibility, to plan at long range and to make 
effectual decisions. 

Neither our political nor our economic problems are 
solved. They are not even solved provisionally—which is all 
that is given to man. Nor will they be until we come to 
ourselves, until we know who we are, until we possess our 
souls. But it is a sign of the times that in politics, in eco- 
nomics and most of all in the field of education, a generation 
that wasted its substance in a far country and began to be in 
want is turning homeward. 





“I came across this valuable publication the other day at one of the newsstands, and I consider 
it a real find. I certainly hope it will receive the recognition it deserves, and that thousands of busy 
men like myself will soon discover your valuable publication.” 





Harry D. Phillips, Publisher, Real Estate and 
Building Management Digest, New York City. 
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The Immediate Legislation We Need 


SPECIAL SESSION OF CONGRESS AND OTHER VITAL ISSUES 





By PRESIDENT FRANKLIN D. ROOSEVELT 
Fireside talk over national networks from Washington, October 12, 1937 


special session of the Congress té convene on Monday, 
November 15, 1937. 

I do this in order to give to the Congress an opportunity 
to consider important legislation before the regular session in 
January and to enable the Congress to avoid a lengthy ses- 
sion next year, extending through the Summer. 

I know that many enemies of democracy will say that it 
is bad for business, bad for the tranquillity of the country, 
to have a special session—even one beginning only six weeks 
before the regular session. 

But I have never had sympathy with the point of view 
that a session of the Congress is an unfortunate intrusion of 
what they call “politics” into our national affairs. Those who 
do not like democracy want to keep legislators at home. 

But the Congress is an essential instrument of demo- 
cratic government; and democratic government can never be 
considered an intruder into the affairs of a democratic 
nation. 

I shall ask this special session to consider immediately 
certain important legislation which my recent trip through 
the nation convinces me the American people immediately 
need. This does not mean that other legislation to which I 
am not referring tonight, is not an important part of our 
national well-being. But other legislation can be more readily 
discussed at the regular session. 

Any one charged with proposing or judging national 
policies should have first-hand knowledge of the nation as a 
whole. 

That is why again this year I have taken trips to all 
parts of the country. Last Spring I visited the Southwest. 
This Summer I made several trips in the East. Now I am 
just back from a trip all the way across the continent and 
later this Autumn I hope to pay my annual visit to the 
Southeast. 

For a President especially it is a duty to think in na- 
tional terms. 

He must think not only of this year but of future years 
when some one else will be President. 

He must look beyond the average of the prosperity and 
well-being of the country, for averages easily cover up danger 
spots of poverty and instability. 

He must not let the country be deceived by a merely 
temporary prosperity which depends on wasteful exploitation 
of resources which cannot last. 

He must think not only of keeping us out of war today, 
but also of keeping us out of war in generations to come. 

The kind of prosperity we want is the sound and perma- 
nent kind which is not built up temporarily at the expense 
of any section or any group. And the kind of peace we want 
is the sound and permanent kind which is built on the co- 
operative search for peace by all the nations which want 


Te afternoon I have issued a proclamation calling a 


peace. 


The other day I was asked to state my outstanding im- 
pression gained on this recent trip to the Pacific Coast and 
back. I said that it seemed to me to be the knowledge of the 
average citizen of the broad objectives and policies which I 
have just outlined. 

Five years of fierce discussion and debate—five years of 
information through the radio and the moving picture—have 
taken the whole nation to school in the nation’s business. 
Even those who have most attacked our objectives have, by 
their very criticism, encouraged the mass of our citizens to 
think about and understand the issues involved, and under- 
standing, to approve. 

Out of that process we have learned to think as a nation. 
And out of that process we have learned to feel ourselves a 
nation. As never before in our history, each section of Amer- 
ica says to every other section, “thy people shall be my 
people.” 

For most of the country this has been a good year— 
better in dollars and cents than for many years—far better 
in the soundness of its prosperity. And everywhere I went 
I found particular optimism about the good effect on business 
which is expected from the steady spending by farmers of the 
largest farm income in many years. 

But we have not yet done all that must be done to make 
this prosperity stable. The people of the United States were 
checked in their efforts to prevent future piling up of huge 
agricultural surpluses and the tumbling prices which inevi- 
tably follow them. 

They were checked in their efforts to secure reasonable 
minimum wages and maximum hours and the end of child 
labor. And because they were checked, many groups in many 
parts of the country still have less purchasing power and a 
lower standard of living than the nation as a whole can 
permanently allow. 

Americans realize these facts. That is why they ask 
government not to stop governing simply because prosperity 
has come back a long way. 

They do not look on government as an interloper in 
their affairs. On the contrary, they regard it as the most 
effective form of organized self help. 

Sometimes I get bored sitting in Washington hearing 
certain people talk and talk about all that government ought 
not do—people who got all they wanted from government 
back in the days when the financial institutions and the rail- 
roads were being bailed out in 1933, bailed out by the Gov- 
ernment. 

It is refreshing to go out through the country and feel 
the common wisdom that the time to repair the roof is when 
the sun is shining. 

They want the financial budget balanced, these Amer- 
ican people. But they want the human budget balanced as 
well. They want to set up a national economy which bal- 
ances itself with as little government subsidy as possible, for 
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they realize that persistent subsidies ultimately bankrupt 
their government. 

They are less concerned that every detail be immediately 
right than they are that direction be right. They know that 
just so long as we are traveling on the right road, it does 
not make much difference if occasionally we hit a “Thank 
you marm.” 

The overwhelming majority of our citizens who live by 
agriculture are thinking very clearly how they want govern- 
ment to help them in connection with the production of crops. 
They want government help in two ways—first, in the con- 
trol of surpluses, and, second, in the proper use of land. 

The other day a reporter told me he had never been 
able to understand why the government seeks to curtail crop 
production and, at the same time, to open up new irrigated 
acres. 

Crop-surplus control relates to the total amount of any 
major crop grown in the whole nation on all cultivated land, 
good or bad—control by the cooperation of the crop growers 
and with the help of the government. 

Land use, however, is a policy of providing each farmer 
with the best quality and type of land we have, or can make 
available, for his part in that total production. Adding good 
new land for diversified crops is offset by abandoning poor 
land now uneconomically farmed. 

~The total amount of production largely determines the 
price of the crop, and, therefore, the difference between com- 
fort and misery for the farmer. Let me give an example: 

If we Americans were foolish enough to run every shoe 
factory twenty-four hours a day, seven days a week, we 
would soon have more shoes than the nation could possibly 
buy—a surplus of shoes that would have to be destroyed, or 
given away, or sold at prices far below the cost of production. 
That simple law of supply and demand equally affects the 
price of all our major crops. 

You and I have heard big manufacturers talk about 
control of production by the farmer as an indefensible “econ- 
omy of scarcity.” And yet these same manufacturers never 
hesitate to shut down their own huge plants, throw men out 
of work, and cut down the purchasing power of whole com- 
munities whenever they think they must adjust their produc- 
tion to an oversupply of the goods they make. 

When it is their baby who has the measles, they call it 
not ‘‘an economy of scarcity” but “sound business judgment.”* 

Of course, speaking seriously, what you and I want is 
such governmental rules of the game that labor, agriculture 
and industry will produce a balanced abundance without 
waste. 

We intend this Winter to find a way to prevent four- 
and-a-half-cent cotton, nine-cent corn and thirty-cent wheat 
— with all the disaster these prices mean for all of us—from 
ever coming back again. 

To do that, the farmers themselves want to cooperate 
to build an all-weather farm program so that in the long 
run prices will be more stable. They believe this can be 
done, and the national budget kept out of the red. 

And when we have found that way to protect the farm- 
ers’ prices from the effects of alternating crop surpluses and 
crop scarcities, we shall also have found the way to protect 
the nation’s food supply from the effects of the same fluctu- 
ation. 


We ought always to have enough food at prices within 
the reach of the consuming public. For the consumers in the 
cities of America we must find a way to help the farmers to 
store up in years of plenty enough to avoid hardship in the 
years of scarcity. 

Our land use policy is a different thing. I have just 
visited much of the work that the national Government is 
doing to stop soil erosion, to save our forests, to prevent 
floods, to produce electric power for more general use, and 
to give people a chance to move from poor land on to better 
land by irrigating thousands of acres that need only water 
to provide an opportunity to make a good living. 

I saw bare and burned hillsides where only a few years 
ago great forests were growing. They are now being planted 
to young trees, not only to stop erosion, but to provide a lum- 
ber supply for the future. 

I saw CCC boys and WPA workers building check- 
dams and small ponds and terraces to raise the water table 
and make it possible for farms and villages to remain in 
safety where they now are. I saw the harnessing of the turbu- 
lent Missouri, muddy with the topsoil of many states. And 
I saw barges on new channels carrying produce and freight 
athwart the nation. 

Let me give you two simple illustrations of why Gov- 
ernment projects of this type have a national importance for 
the whole country. 

In the Boise Valley in Idaho I saw a district which had 
been recently irrigated to enormous fertility so that a family 
can now make a pretty good living from forty acres of its 
land. 

Many of the families who are making good in that 
valley today moved there from a thousand miles away. They 
came from the dust strip that runs through the middle of 
the nation all the way from the Canadian border to Mexico 
—a strip which includes large portions of ten states. 

That valley in Western Idaho, therefore, assumes at 
once a national importance as a second chance for willing 
farmers. And, year by year, we propose to add more valleys 
to take care of thousands of other families who need the 
same kind of second chance in new green pastures. 

The other illustration was at the Grand Coulee Dam in 
the State of Washington. The engineer in charge told me 
that almost half of the whole cost of that dam to date had 
been spent for materials that were manufactured east of the 
Mississippi, giving employment and wages to thousands of 
industrial workers in the eastern third of the nation, two 
thousand miles away. 

All of this work needs a more businesslike system of 
planning and greater foresight than we use today. 

That is why I recommended to the last session of the 
Congress the creation of seven planning regions, in which 
local people will originate and coordinate recommendations 
as to work of this kind to be done in their particular regions. 
The Congress will, of course, determine the projects to be 
selected within the budget limits. 

To carry out any twentieth-century program, we must 
give the executive branch of the Government twentieth- 
century machinery to work with. I recognize that democratic 
processes are necessarily and, I think, rightly slower than 
dictatorial processes. But I refuse to believe that democratic 
processes need be dangerously slow. 

For many years we have all known that the executive 
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and administrative departments are a_higgledy-piggledy 
patchwork of duplicate responsibilities and overlapping 
powers. The reoganization of government machinery which 
I proposed to the Congress last Winter does not conflict with 
the principle of the democratic process, as some people say. 
It only makes that process work more efficiently. 

On my recent trip many people have talked to me about 
the millions of men and women and children who still work 
at insufficient wages and over long hours. 

American industry has searched the outside world to 
find new markets—but it can create on its very doorstep the 
biggest and most permanent market it has ever had. It needs 
the reduction of trade barriers to improve its foreign mar- 
kets, but it should not overlook the chance to reduce the 
domestic trade barrier right here—right away—without 
waiting for any treaty. 

A few more dollars a week in wages, a better distribu- 
tion of jobs with a shorter working day will almost overnight 
make millions of our lowest-paid workers actual buyers of 
billions of dollars of industrial and farm products. 

That increased volume of sales ought to lessen other 
costs of production so much that even a considerable increase 
in labor costs can be absorbed without imposing higher prices 
on the consumer. 

I am a firm believer in fully adequate pay for all labor. 
But right now I am most greatly concerned in increasing 
the pay of the lowest-paid labor—those who are our most 
numerous consuming group but who today do not make 
enough to maintain a decent standard of living or to buy the 
food, clothes and other articles necessary to keep our fac- 
tories and farms fully running. 

I think farsighted businessmen already understand and 
agree with this policy. They agree also that no one section 
of the country can permanently benefit itself, or the rest of 
the country, by maintaining standards of wages and hours 
far inferior to other sections of the country. 

Most businessmen, big and little, know that their gov- 
ernment neither wants to put them out of business nor to 
prevent them from earning a decent profit. In spite of the 
alarms of a few who seek to regain control over American 
life, most businessmen, big and little, know that their govern- 
ment is trying to make property more secure than ever before 
by giving every family a real chance to have a property stake 
in the nation. 

Whatever danger there may be to the property and 
profits of the many, if there be any danger, comes not from 
Government’s attitude toward business but from restraints 
now imposed upon business by private monopolies and finan- 
cial oligarchies. 

The average businessman knows that a high cost of liv- 
ing is a great deterrent to business, and that business pros- 
perity depends much upon a low-price policy which encourages 
the widest possible consumption. 

As one of the country’s leading economists recently said 
—‘the continuance of business recovery in the United States 
depends far more upon business policies, business pricing 
policies, than it does on anything that may be done, or not 
done, in Washington.” 

Our competitive system is not altogether competitive. 
An, hody who buys any large quantity of manufactured goods 
knows this, whether it be the Government or an individual 
buyer. 





We have anti-trust laws, to be sure, but they have not 
been adequate to check the growth of many monopolies. 
Whether or not they might have been adequate originally, 
interpretation by the courts and the difficulties and delays of 
legal procedure have now definitely limited their effectiveness. 

We are already studying how to strengthen our anti- 
trust laws in order to end monopoly—not to hurt but to free 
legitimate business of the nation. 

I have touched briefly on these important subjects, 
which, taken together, make a program for the immediate 
future. And I know you will realize that to attain it, legis- 
lation is necessary. 

As we plan today for the creation of ever higher stand- 
ards of living for the people of the United States, we are 
aware that our plans may be most seriously affected by 
events in the world outside our borders. 

By a series of trade agreements we have been attempting 
to recreate the trade of the world which plays so important 
a part in our domestic prosperity; but we know that if the 
world outside our borders falls into the chaos of war, world 
trade will be completely disrupted. 

Nor can we view with indifference the destruction of 
civilized values throughout the world. We seek peace not 
only for our generation but also for the generation of our 
children. 

We seek for them the continuance of world civilization 
in order that their American civilization may continue to be 
invigorated, helped, by the achievements of civilized men and 
women in the rest of the world. 

I want our great democracy to be wise enough to realize 
that aloofness from war is not promoted by unawareness of 
war. In a world of mutual suspicions, peace must be affirma- 
tively reached for. It cannot just be wished for. It cannot 
just be waited for. 

We have now made known our willingness to attend a 
conference of the parties to the Nine-power treaty of 1922— 
the Treaty of Washington, of which we are one of the 
original signatories. The purpose of this conference will be 
to seek by agreement a solution of the present situation in 
China. In efforts to find that solution it is our purpose to 
cooperate with the other signatories to this treaty, including 
China and Japan. 

Such cooperation would be an example of one of the 
possible paths to follow in our search for means toward peace 
throughout the whole world. 

The development of civilization and of human welfare 
is based on the acceptance by individuals of certain funda- 
mental decencies in their relations with each other, and 
equally, the development of peace in the world is dependent 
similarly on the acceptance by nations of certain fundamental 
decencies in their relations with each other. 

Ultimately I hope each nation will accept the fact that 
violations of these rules of conduct are an injury to the well- 
being of all nations. 

Meanwhile remember that from 1913 to 1921 I per- 
sonally was fairly close to world events, and in that period, 
while I learned much of what to do, I also learned much of 
what not to do. 

The common sense, the intelligence of America agree 
with my statement that “America hates war. America hopes 
for peace. Therefore America actively engages in the search 
for peace.” 
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The Outlook for American Institutions 





By GLENN FRANK, Editor, Rural Progress Magazine 


Before American Bankers Assn. Convention, Boston, October 12, 1937 


[ ABBREVIATED ] 


to speak this morning on The Outlook for American 

Institutions. I did not select the problem to be dis- 
cussed. They did. I do not think they expected from me or 
wanted an uncritical ballyhoo of traditional American prac- 
tice. I suspect that their selection of this problem, as ger- 
mane to a conference of the nation’s financiers, grew out of 
an uneasy sense that the traditions of America’s past can no 
longer be taken for granted as the air we breathe or the 
earth we walk on, that events as well as the wills of men at 
centers of power are subjecting to unprecedented strains 
many of the ideas and institutions that have until now gov- 
erned our lives and our enterprises. 

They were right. Our political institutions, our social 
institutions, our economic institutions are all under fire from 
one quarter or another. So real is the questioning now being 
leveled at many of our traditional ideas and institutions, that 
we may be rapidly approaching an hour of decision in which, 
either by default or by a conscious exercise of will, we shall 
determine the direction American civilization is to take for 
the next half century. 

This critical challenge to our institutions has come to 
focus since the World War. Before the War, we, along with 
a growing number of Western peoples, were committed to 
a decently definite pattern of foundation principles. There 
were a few things we believed in profoundly, even if, now 
and then, we broke with them in practice. 

We believed that democratic self-government, progres- 
sively adjusted to the changing circumstances of succeeding 
generations, would increasingly dominate the relations of 
modern mankind, and that we, at least, would never back- 
slide to despotic forms of state from which our fathers fought 
to free us. 

We believed that in a healthy society the government is 
afraid of the people instead of the people being afraid of the 
government. 

We believed that we could build on this continent a 
classless society in which class hatred and class conflict would 
be neither cultivated nor tolerated. 

We believed that the genius we were bringing to bear 
upon scientific research, technologic application and economic 
management was leading mankind out of the Death Valley 
of Scarcity into the Promised Land of Plenty and laying 
the foundation for an unprecedented enrichment of the lives 
of the millions. 

We believed that science had come that men might have 
life and have it more abundantly, and that science should, 
therefore, be encouraged indefinitely to expand the productive 
capacity of our farms and our factories. 

We believed that personal incentive and private initiative 
were fundamental to the continuity of progress, and that, 
whatever safeguards we might have to erect against a few 
lawless men and a few lawless enterprises, we must not de- 


| HAVE been asked by the officers of this Association 


stroy the dynamic that personal incentive and private initia- 
tive give to life and enterprise. 

These were among the articles of political, social and 
economic faith to which, with varying degrees of fidelity, we 
and other peoples of the pre-war period subscribed. All this 
is changed now. From one end of the world to the other, 
these articles of faith are mildly doubted or militantly de- 
rided. In one nation after another, the slow gains of genera- 
tions have been set aside in a frantic search for new founda- 
tions of national being. 

All this is understandable in nations whose leadership 
has boldly broken with the past, deliberately junked every 
doctrine of democracy, and openly asserted its disbelief in 
the value of freedom for either the spirit or enterprise of man. 

A Stalin can be understood. A Mussolini can be under- 
stood. A Hitler can be understood. They pretend no belief 
in the doctrines that dominated the world before the War. 
But the current questioning of pre-war ideas and pre-war 
institutions is not confined to these dramatic rebels. Even 
men who still wear the livery of liberalism today destroy 
democracy under the pretense of defending it, plan more and 
more limitations upon essential liberties, organize to repress 
the production of goods for which human need cries aloud, 
with a directness that cannot but be deliberate, seek to set 
class against class, give growing evidence that they think man 
was made for the state instead of the state for man, and, in 
a thousand ways, increase the power of politics at the very 
moment when the certainty of statesmanship is dwindling. 

These are the conditions that must be taken into account 
in any honest study of the outlook for American institutions. 
With these conditioning circumstances fully in mind, I want, 
with the utmost brevity the problem will permit, to think 
through with you the outlook for two basic American insti- 
tutions: (1) the institution of democratic self-government, 
and (2) the institution of free enterprise with its logical ob- 
jective of maximum production for mass consumption. 

I speak first of the institution of democratic self-govern- 
ment. 

Even before the War bled the race white of its old self- 
reliance and set the stage for the seizure and centralization 
of power in one nation after another, there was a growing 
doubt in the minds of many that democracy was up to ad- 
ministering an age of science, technology and power pro- 
duction. 

These skeptics recognized the workability of democracy 
in an age of small scale enterprise, simple relationships and 
slow tempo of development, but they were not so sure of its 
workability in the modern industrialized world where the 
scale of enterprise is vast, the relationships complex and the 
tempo of development swift. Such a world, they thought, 
might have to have a leadership stronger than the electiors 
of democracy commonly call to power or the legislatures of 
democracy normally tolerate. 
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The alarming instabilities of the war and post-war 
periods brought all this skepticism of democracy out of the 
library of the political philosopher into the arena of political 
action. Here, there and yonder, this skepticism of democracy 
has found varied expression. In one country it has expressed 
itself in a proletarian dictatorship that is frankly a class gov- 
ernment. This has given us Communism. 

In other countries it has expressed itself in more personal 
dictatorships which dispute the necessity for any class strug- 
gle for power, denounce the idea of any class monopoly of 
privilege and announce the merger of the separate interests 
of all classes in the single interest of the state. This has 
given us Fascism. 

In still other countries this skepticism of democracy has 
grown, lushly but subtly, under the cover of emergency 
leaderships which, with each advance towards greater and 
more detailed power, more loudly protest their devotion to 
democracy. This has given us—well, a number of politica! 
experiments. 

Democracy has died before in history. And peoples that 
had known it and prized it seemed not sorry to see it go. 
When popular government flickered out in ancient Greece 
and Rome, nobody thought of reviving it. With world 
trends what they are, all this may happen on this continent 
and in our generation. I beg you to believe with me that no 
price we may have to pay to prevent this will be too high. 
For, despite its many and manifest weaknesses, democracy is 
both safer than and superior to dictatorship, despite the swift 
efficiency that an all-powerful state may seem to bring to a 
phase of emergency. Let me say simply why I think democ- 
racy, with its diffusion of power, is preferable to dictatorship, 
with its centralization of power. 

The cardinal strength of democracy is that it broadens 
the base of judgment upon which policy is built. All of us, 
with varying degrees of effect, can chip in on the discussion 
that determines policy. The cardinal weakness of dictatorship 
is that it narrows the base of judgment upon which policy 
is built. Policy is determined solely by the dictator and his 
particular brand of advisers who rapidly degenerate into 
sycophantic yes-men. 

We are told that power must be centralized today as 
never hefore because affairs are more complex than ever be- 
fore. But, on closer examination, this argument of complex- 
ity becomes an argument for rather than against the diffused 
and balanced powers of democracy. The greater the com- 
plexities of an age the broader should be the base of judgment 
upon which its policies are built. The complexities of our 
age are limitless. The capacities of our individual leaders are 
limited. Less than at any time in human history, therefore, 
can we afford to put all our eggs in one basket. Less than 
at any time in human history can we afford to bully into 
silence the voice of corrective criticism, intimidate minority 
opinion and give unquestioned right-of-way to the hasty im- 
provisings into which crisis-driven statesmen so readily fall. 
And yet this is happening the world around wherever peoples 
permit themselves to be seduced by the glamorous promises 
of dictatorship. 

It is one of the major delusions of our time that the 
need of the hour is strong government. It is not strong gov- 
ernment we need so much as wise government, government 
invested with the virtues of insight, dignity, moderation, 
justice, tolerance and an acute sense of social values. Strong 
government can build itself into a brief interlude of power 









through the clever strategies of a clique. Wise government 
must have wider soils in which to sink its roots. Dictator- 
ship is the quickest path to strong government. Democracy 
is the surest path to wise government. 

The builders of this Republic understood this. They set 
out to build a central government with every power it needed 
to govern adequately, but they surrounded every centraliza- 
tion of authority with carefully devised safeguards against 
its abuse, for they knew, what some of their successors have 
forgotten, that there are but three ways in which a people 
can go governmentally. A people can ground its government 
on a centralization of power, a decentralization of power or 
an organized balance of powers. There are these three ways 
and none other. The builders of this Republic chose or were 
shoved by the processes of compromise into the third way. 
And, with all its shortcomings, it has proved itself historically 
superior to the other two. The historic record is plain. Down 
the ages, each of these three modes of government has run 
true to form. 

The centralization of power has always ended in tyr- 
anny. Even when effected with democratic consent and de- 
signed to serve emergency ends only, centralized power has 
always moved relentlessly in the direction of self-perpetua- 
tion. And it has scorned no weapon that would advance it 
on the road to permanent power. It has always, sooner or 
later, sought to bully into silence minority opinion within 
and without its own ranks, liquidate all opposition by exile 
or character assassination, and thus gain unquestioned right 
of way for its every wish. And, once entrenched, with a 
presumption of permanence, centralized power has always 
grown domineering. It has become less rather than more 
concerned with the common good, more rather than less con- 
cerned with the aggrandizement of its own authority. It has 
become the victim of whim and caprice. Until, at last, a 
revolt of the governed has proved the only road to progress. 

The decentralization of power, when pushed to the ex- 
treme, ends in anarchy. Decentralized power may work well 
in an excessively simple society. It becomes less and less 
efficient as a society becomes increasingly complex. 

The organized balancing of powers is the result of man- 
kind’s attempt to find a workable compromise that would 
keep power centralized enough to achieve efficiency without 
tyranny and decentralized enough to achieve freedom with- 
out anarchy. 

It is this third way that the American people has sought 
to follow. It is this third way that is charted in the Ameri- 
can Constitution. It is, frankly, a compromise. Like all 
compromises, it does not satisfy the logicians, and it is the 
despair of certain intellectuals who have a passion to blue- 
print the behavior of mankind. But it is, in my judgment, 
the way the American people must continue to follow if the 
extremes of tyranny and anarchy are to be avoided in the 
days to come. 

The verdict of history is clearly against centralized 
power and for the organized balance of powers. The growing 
centralization of power in national governments, in its ult: 
mate impact upon the lives of men, is a reactionary move- 
ment, despite the fact that it is for the moment the pet gospel 
of deluded liberals. All down the ages, when men have 
sought to centralize power, it has been on the assumption 
that the power would be used for noble ends. There is no 
guaranty that it will. Lodge enough power over the nation’s 
enterprise in Washington and, no matter how wisely the 
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power might be used at the outset, we could be swung to the 
Fascist right or the Communist left with equal facility ac- 
cording to the mind and purpose of the national leadership 
that happened to hold the reins of power at any given time. 

I venture the prediction that events of the years just 
ahead will increasingly demonstrate how wise the builders 
of this Republic were in sacrificing some efficiency in gov- 
ernment in order to set up safeguards against a tyranny of 
the state. The purpose of the American constitution, we are 
likely to forget, was not to provide complete efficiency in 
government, but to provide an instrument that would pro- 
tect the people from the abuse of power and give them the 
chance to be as efficient in governing themselves as a free 
people under democracy can be. 

There is life in this American tradition of democratic 
self-government yet, and, when the historical books are bal- 
anced, it will be seen to have been more efficient than Fascism 
and more progressive than Communism. 

I speak second of the institution of free enterprise and 
its logical objective of maximum production for mass con- 
sumption. 

Just as in the field of government we live under the 
institution of democracy, so in the field of econcmic enter- 
prise we live under the institution of a system variously 
known as free enterprise, a free economy, capitalism and so 
on. That system is under fire today. We are told that it is 
dying, that it saved magnificently the pioneer phase of Ameri- 
can development, but that now it must be suppressed by more 
and more keeping of the conscience and determination of 
the policies of enterprise, by elected or appointed political 
leaders or political boards. 

What about this announced senescence, if not death, of 
an economy of free enterprise, or capitalism, call it what you 
will? 

I confess that I am a bit tired of reading these dail) 
obituaries announcing the death of free enterprise and capi- 
talism, for I am convinced that it is not authentic capitalism, 
or economy of free enterprise that is dying. The thing that 
is dying, the thing that permits legitimate criticism is a per- 
verted something that has too long carried the name of capi- 
talism and free enterprise. 

This perverted something masquerading under the name 
of “free enterprise” and “capitalism” is dying and should die, 
and the supreme responsibility of the unofficial economic 
leadership of the United States just now is to renounce this 
false something that masquerades under the name of free 
enterprise and capitalism, and to revive on this continent a 
true capitalism, and a true economy of free enterprise which 
in my judgment is the world’s most dependable hope for the 
much heralded abundant life. 

Now, let me not speak in riddles. I have spoken of au- 
thentic capitalism and false enterprise. Let me define both 
terms. 

Authentic capitalism, a true economy of free enterprise 
has among other characteristics at least these three dominant 
marks: 

First, it is courageous. It asks no one to guarantee its 
profits. It looks to no papa, political or otherwise, to give it 
cost of production plus, regardless of the efficiency or inef 
ciency of its productive processes. It has the courage to in- 
vest, to take risks, to gamble on the long chance in which 
it may either make a fortune or lose its shirt. 

Second, true capitalism, a true economy of free enter- 







































prise, is flexible. It faces good times and bad times with 
equal realism. It knows that in hard times a high wage rate 
and little work, and a slender total income for the worker 
may not be as sound socially as a lower wage rate and more 
work, and larger total income for the worker. 

And conversely a true capitalism knows that when work 
is plentiful and times are good, low wages cut down its mar- 
ket instead of enlarging its profit. 

It knows also that its profits are best served by lower- 
ing prices rather than raising them. True capitalism is flex- 
ible, not rigid. And when it is free to be’ flexible and is ably 
managed, capitalism and free enterprise make for maximum 
consumption, maximum wages and maximum profits. 

Third, a true capitalism, a true economy of free enter- 
prise, is competitive on the basis of efficiency and nothing 
else. It resorts neither to private monopoly nor to public 
coddling to save it from the impact of risk and competition. 

This, ladies and gentlemen, is authentic capitalism. 
This is a true economy of free enterprise. 

Just between ourselves and not for publication, we 
haven’t seen too much of this authentic capitalism, this true 
economy of free enterprise, in recent years. Shortsighted 
private enterprisers and fog-minded politicians are jointly 
responsible for having made American capitalism and the 
American system of free enterprise something less than it is. 

Conservative as well as liberal politicians in the last 
several years have joined hands with some of the more short- 
sighted leaders of American capitalism to do four things to 
this system of free enterprise that have seriously crippled it 
and left it open to the challenge of its more radical critics. 

First, they have fostered measures that seek to guaran- 
tee profit to capital at times. Such measures were found 
even in the liberal legislation of the National Industrial 
Recovery Act. But I remind you that capitalism and free 
enterprise ceased to be capital and free enterprise when they 
asked that their risks be underwritten, that their profits be 
in any measure guaranteed. 

Second, they have fostered measures that have tended to 
fix for certain times—at artificially high levels—prices and 
other factors which have introduced into American capitalism 
and free enterprise rigidities that have made that system less 
and less capable of adjusting itself to changing conditions. 

Third, they have fostered measures that have tended to 
keep alive, and in some instances—unbelievable as it is— 
actually to extend special compensation to the weak and in- 
efficient units of our economic life. 

There may be forms of national economy that can afford 
to subsidize inefficiency. An economy of free enterprise can- 
not, without jamming its gears. 

Fourth, they have fostered measures which, intended to 
stop the unfair competition of privilege, have tended to 
strangle the fair competition of excellence, and this applies 
with equal truth to shortsighted ventures in private monopoly, 
and to muddleheaded ventures in political planning. 

For these four measures which have made this Ameri- 
can system of free enterprise something other than its au- 
thentic self, let me make plain the capitalist, the private enter- 
priser, has been quite as often responsible as has the politician. 
But who is to blame for this is quite beside the point. The 
point is that no one on this Continent has the right to sign 
the death certificate of free enterprise or authentic capitalism 
until free enterprise and authentic capitalism have been given 
a fresh chance to be themselves. 
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We may find, as I think we shall, that much of the 
widely heralded breakdown of American capitalism and free 
enterprise is due to these four disloyalties to its central prin- 
ciples. 

When every reasonable doubt has been granted to the 
critics of free enterprise and authentic capitalism, what is the 
practical situation now confronting us as a people? I think 
it is this: —The time may conceivably come when the forces 
of science, technology and power production will create a 
productivity so lavish, and an interdependence so delicate, 
that a system of free enterprise with its myriad private de- 
cisions will prove unworkable. 

We have not in my judgment reached that time yet, 
nor shall we in my judgment within the lifetime of any of 
us now living. And Karl Marx to the contrary notwith- 
standing, there is nothing inherent in capitalism and in 
economy of free enterprise, if intelligently modernized, that 
makes it necessary that we ever reach such a time. 

But entirely aside from all that theoretical base, the 
blunt fact is that the overwhelming majority of Americans 
are simply not ready to scrap an economy of private enter- 
prise. They still believe in their bones that the basic values 
of life, liberty and happiness, can be. better pursued under 
a régime of private enterprise and political liberty than under 
any of the sleek systems of political management, whether 
of the Fascist Right or the Communist Left. 

So if the deeper will of the American people is followed, 
I think we shall proceed on the basis of an intelligently mod- 
ernized system of free enterprise. 

If this is the road we are to take, then the spirit and 
the content of governmental policy must be made to reflect it. 

If we are to proceed under an intelligently modernized 
system of free enterprise, then it is only elementary horse 
sense to say that we must confine the conditions under which 
that sort of system will work, and then from one end of the 
nation to the other set our policies to insure those conditions. 

But of this much, ladies and gentlemen, we can be sure: 
no system of national enterprise—I care not whether it is 
Fascism or Communism or free enterprise—can function 
effectively unless it is truly believed in by the people, and 
unless the leadership is inspired by the sense that in doing 
its day-to-day job, it is serving social as well as personal 
ends. 

If we are to go on with the free enterprise of Ameri- 
can capitalism, we must provide that system with these two 
essentials: With so much of the world under the spell of 
the new gospels of Fascism and Communism, I think it is 
important that the political as well as the economic leader- 
ship of the United States, once it has dealt decisively with 
the sins and the sinners of capitalism, shall then so restate the 
case for free enterprise that a truly popular passion will be 
aroused for its preservation, and its honest leaders given a 
sense that they are serving significant national ends when they 
create great businesses and great industries that employ men 
and women and create the wealth that government spends. 

There is a basic American devotion to the principle of 
free enterprise but that devotion can be permanently sus- 
tained only through an intelligently modernized economy of 
free enterprise, and by an intelligently modernized economy 
of free enterprise I mean an economy functioning through a 
workable economics of plenty, not the unworkable economics 
of scarcity we have been artificially creating. A national 
economy that will find its profit in production for the mil- 





lions, and stabilize its market by a progressively wider distri- 
bution of the annual income, not by arbitrary political action, 
but through the policies it itself adopts respecting wages, 
hours, prices and profits. 

I am convinced that gales of laughter at the stupidity of 
the human race must now and then sweep through the halls 
of the gods and unless their sense of the tragedy of it stills 
their laughter, the gods must have laughed loudest when 
they saw the panic that swept over some leaders with the 
announcement of bumper corn, wheat and cotton crops this 
fall. 

We swear before the gods and men that the whole pur- 
pose of our activity is to bring the abundant life within the 
reach of every living American, and at the first announcement 
of actual abundance we cry out, “Unless we can check this 
lavish production we are ruined.” 

We insist that one-third of the American population is 
ill-fed, ill-clothed and ill-housed, but the moment the crop 
forecasters tell us we shall this year raise 16 billion bales of 
cotton, with which we might possibly do something about the 
ill-clad third, we cry out for cotton controls and cotton 
subsidies. 

The moment the forecasters tell us that we are due for 
bumper corn and wheat crops, with which we might con- 
ceivably do something about the unsatisfied appetites of the 
ill-fed third, we cry out for stringent crop controls of both 
corn and wheat, and so on. 

The blunt truth is—this is not a political organization 
and I am not a political person so we can be honest about 
this—the blunt, ungloved, brutal truth is that except as a 
justified means of meeting an emergency, there is neither 
rhyme nor reason in the fantastic notion that we can bring 
the abundant life to the American millions by putting our 
productive genius in chains, by producing less and charging 
more. By our crop restrictions to date, justifiable as many 
have been as emergency measures, we have so stimulated for- 
eign production of the products that some foreign commodity 
markets may be lost forever to the American farmer, and 
all he has to show for it is the temporary advantage of the 
compensation he received for what he did not produce, and, 
for what he did produce, a higher price, which cannot be 
permanent unless he permanently holds his production down 
to a point at which he will not be producing enough to meet 
the human needs of the American millions if they are ever 
actually to live the abundant life, instead of hear about it. 

Don’t misunderstand me. This is not to say that gov- 
ernment should at no time play a part in the field of, say, 
farm prices. The farmers of the corn belt, for instance, 
have seen corn drop as low as ten cents and jump as high as 
a doliar and thirty cents a bushel in a short run of years. 
That, of course, is an intolerable situation. 

No business, whether a farm or factory, can survive 
under such price uncertainty. The spread between low and 
high is too great, the rise and fall too rapid. 

A farm equipment manufacturer, for instance, would go 
bankrupt if in an equally short run of years his leading 
machine brought as little as $100 and as much as $1,300. 
That is what the corn farmer has been up against and in a 
situation so unstable, government may rightly take heroic 
measures as the American government has. 

But that is not my point this morning. It is one thing 
to draft a policy to meet an emergency and quite another 
thing to lift it to the dignity of a social gospel and clamp it 
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down as a permanent policy upon the total enterprise of a 
people. 

As a lad I used to hear liberals damn the big business- 
men for shutting down their plants and reducing their 
production in order to keep the market price of their prod- 
ucts up. I was told that such practices were anti-social, unpro- 
gressive, reactionary. Now to my amazement I find certain 
liberals who seem to assert a monopoly on progressivism, 
advocating and doing exactly this thing they have always 
damned as reactionary in big business. They preach the 
abundant life with their words and then prevent abundance 
with their policies. And when they do it they call it social- 
minded, liberal, progressive. 

If we could stop all activity in the United States for 
just thirty minutes and if every literate American would 
stand still for these thirty minutes and think this business 
over, the unbelievable insanity of trying to arrive at a life 
of abundance by legislating for scarcity would be laughed 
out of court. 

By the abundant life, we mean a better fed, better 
clothed, better housed people, with bodies and minds and 
spirits emancipated from unduly low living standards and 
freed for values that lie beyond economics. That means 
more goods at lower prices; it doesn’t mean fewer goods at 
higher prices. And whenever any great American enterprise 
has intelligently organized itself for greater volume of out- 
put at smaller profit margin per sale, its total profits have 
been greater. This policy holds quite as true for the total 
economic enterprise for a great nation as for a single great 
industry in the nation. 

I have no sympathy with the inconsistent manufacturer 
who drastically reduces the output of his factory to keep 
his industrial prices up and then criticizes the farmer for 
joining in programs of drastic crop reduction to keep his 
agricultural prices up. What is sauce for the goose is sauce 
for the gander! And if we are to do more than talk about 
the abundant life, if we are really to achieve it for the mil- 
lions, then both the manufacturers of American industry and 
the farmers of American agriculture must come to believe in 


and to practice consistently the policy of more goods at lower 
prices instead of fewer goods at higher prices. And when 
they do, both will make more money and the living stand- 
ards of the millions will be lifted. 

Of course, the whole economic life of the nation is 
thrown out of balance when industry follows a policy of 
restricting production and raising prices and agriculture 
follows a policy of unrestricted production with a resulting 
fall in prices. That is why policies of drastic crop restric- 
tion have seemed so sensible to many Americans. And they 
are sensible as far as the farmer is concerned if all other 
American producers are to follow a policy of restricting pro- 
duction and raising prices. 

If industry and agriculture are to make possible a better 
fed and better clothed and better housed people, the answer 
is not to have agriculture join industry in the folly of restrict- 
ing production and raising prices, not to have agriculture 
join industry in the insanity of fewer goods at higher prices. 
The answer, in terms of a national future, is to have both 
industry and agriculture renounce this economic insanity and 
organize from coast to coast for the production of more 
goods at lower prices with satisfactory total profit from 
larger volume. 

It is well to face it because events will force us to face 
it if our intelligence does not. 

Scarcity is no saving. By legislating crop scarcity, you 
can forcibly correct an abnormal lack of balance between 
industry and agriculture and if you do that without making 
the farmer a slave to the state, it is right to do it while a 
sounder long range policy for a better balanced economic life 
is being worked out. But by no stretch of the imagination 
can scarcity as a permanent policy, either in industry or in 
agriculture, be made socially helpful to the people as a 
whole. You can surround it with beautiful words. You can 
call it social-minded, progressive, liberal, what you will, 
but it remains, when seriously considered as a permanent 
procedure, anti-social, illiberal, unprogressive and reactionary. 

We must provide instead of prevent abundance if we 
are to realize the abundant life for this whole people. 


The Farmer and the Government Today 


THE EVER NORMAL GRANARY—EVER NORMAL WEATHER, EVER NORMAL BUGS, ETC.? 
By WHEELER McMILLEN, Editor, Country Home Magazine 
Before Herald-Tribune Forum, N. Y. C., October 9, 1937 


based upon the restriction of production. That was fol- 

lowed by the present soil-conservation program, in which 
adjustment of acreage, while a primary objective, is accom- 
plished by the diversion of land to crops which protect and 
improve our basic national resource, the soil itself. Whatever 
objection may be made to details of its planning and execu- 
tion, this program includes elements that are exceedingly 
sound and should be continued and expanded to include other 
constructive advances. 
But still another plan is now considered, a plan that 


[° 1933 we launched an emergency agricultural program 





centers around a concept called the “ever normal granary.” 
Here is indeed an alluring phrase. With it is carried the sug- 
gestion that American consumers are never to be deprived by 
scarcity ; nor are American farmers ever to be cursed because 
of excessive abundance. It is unfortunate that so many prac- 
tical considerations must stand in the way of realizing an 
ideal so enticing. 

Whenever an attractive gadget is offered to a prudent 
citizen, he may first ask of himself, ““Do I need this?” So, de 
we need an ever normal granary? 

The ever normal granary contemplates that, when the 
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land blesses its people with abundance, a part of that abun- 
dance is to be withheld from the market through government 
loans, in order to protect the prices paid to farmers. Then 
it is to be stored for use in less fruitful years, in order to pro- 
tect consumers from high prices in times of scarcity. To the 
end that the quantities produced shall be under regulation, 
the production of farms is to be planned in advance. Farmers 
are to be rewarded for conforming to the plans set out for 
them, and farmers who continue to produce too much are to 
be punished with rigorous fines and penalties. Under the bill 
that has been advocated, no farmer is to escape being regu- 
lated. 

From the standpoint of American consumers, it may be 
remarked that this country’s farmers have, except for four 
times in a century, produced enough wheat to make America’s 
bread, and enough for the next year’s seed with plenty of 
carry-over and export. So far as bread is concerned, the 
consumer has little worry. 

The measure also applies to cotton. This is invariably 
an export crop, and we therefore never experience domestic 
shortage. 

It applies to tobacco. Despite a vastly increased num- 
ber of consumers, we have had no shortages of tobacco. 

It applies to corn. We are ordinarily prepared to ex- 
port, in the form of pork and lard, as much corn as we can 
find buyers abroad to take. And, in America, we are not 
dependent for sustenance upon a supply of rice, the one other 
crop named in the present measure. 

One might also point out that, with modern transporta- 
tion and distribution, consumers are enabled to exercise much 
adeptness in shifting their demands to the foodstuffs most 
attractively priced. No Americans are likely to starve be- 
cause of inadequate supplies of things to eat, nor to shiver 
because not enough fiber is grown. 

In view of these simple facts, the ever normal granary 
proposal would appear to be of little interest to consumers. 

For farmers, the promised benefits hinge upon the theory 
that domestic surpluses will be stored, and therefore kept off 
the markets, in years of abundance, thus aiding to maintain 
favorable prices. 

We have already learned at least once that this scheme 
does not work. The fact that a surplus is stored, especially 
if stored in the hand of government agencies whose day-to-day 
actions are unpredictable, does not remove its effects from 
the behavior of prices. 

Moreover, all the products considered are dealt with im- 
portantly in trade. Their prices are determined, not by do- 
mestic supplies and surpluses, but by world supplies and de- 
mands. Wheat is harvested every month of the year. Storage 
of domestic surpluses under government auspices can there- 
fore only upset the normal movement into consumption. We 
have no device to obliterate the fact of world prices, unless 
we reduce all crops, even cotton, to the bare need for home 
consumption. Therefore, as a price measure in behalf of 
producers the ever normal granary can hardly function with 
effect. 

The Federal Farm Board attempted such an experiment 
from 1929 to 1933. It did not work. Many other similar 
experiments in the histories of nations likewise have not 
worked. Prices are not stabilized for long when government 


withholds from the markets disturbing quantities for unde- 
termined periods. Depression, and not stabilization, is the 
fruit of that practice. 

It may be pointed out, too, that storage is not free. 
Storage of wheat that is in good condition costs 12 cents a 
bushel a year. Inferior wheat, of which our crop frequently 
yields high proportions, can be stored if at all only after 
costly cleaning and conditioning. Even if the grain escapes 
insects and other deteriorating influences, the attrition of cost 
precludes profitable wheat storage over such extended periods 
as might be required in case of a number of successive years 
of bumper crops. Imagine seven multiplied by twelve if a 
crop had to be stored through the seven legendary fat years. 

Experience in this country, experience in other countries, 
indicates that political stabilization control can get public 
support for buying when prices are low; but that the time 
never comes when there is no resistance to selling. Easily 
enough filled, the granary empties most reluctantly. 

And if the granary should be opened in a year of great 
shortage, in order to keep prices down, what will be the effect 
upon farmers? With low yields and little to sell, will or 
should any be content with artificially lowered prices? 

We have been promised, however, that the mistakes of 
the Farm Board will not be repeated in the ever normal 
granary, because we will have planned and controlled pro- 
duction. Here I think, comes the essence of the proposal, if 
not the reason for it. 

Successful control of major crops by government pre- 
supposes quite a number of things. It must assume, for in- 
stance, a greater foreknowledge than was granted those who 
plowed under the crops and killed the pigs just in advance of 
the greatest drought in modern times. It would seem to re- 
quire a greater foreknowledge than can reasonably be ex- 
pected of human beings; and, so far, we are still dependent 
upon human wisdom and weakness to administer the acts of 
government. Indeed, we seem to be dependent upon a great 
many human beings, for some 80,000 received Federal pay 
in various capacities to assist in administering the recent 
Agricultural Adjustment acts. The ever normal granary 
would require at least as many. 

Planned production assumes that human beings, en- 
dowed with Federal status, can improve upon the individual 
farmer’s ability to manage his business. Incidentally, the re- 
spected Food Research Institute of California, probably the 
world’s greatest wheat authority, has said that although it 
believes in forecasts for what they are worth, the art of 
crop forecasting is as yet entirely too fallible to be used safely 
as a basis for production control. Unquestionably, Washing- 
ton has great resources of information on the behavior of 
crops and markets which not all farmers can either command 
or interpret. But there are also factors which not even Wash- 
ington can manage. Acreage may be controllable, but pro- 
ductive capacity is not. Unless we can be assured of ever 
normal weather, ever normal bugs, ever normal plant diseases, 
and ever normal demand, and particularly of ever normal 
political pressure, there may be expected some imperfections 
in government production control for agriculture. 

One might point out, however, that in general the human 
race itself behaves pretty normally. When we are pinched by 
an act of government, or see some one else helped, we are 
prone to want our case considered, too. I well remember the 
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insistence of the founders of the first AAA that it would be 
limited to three great basic crops, wheat, corn and cotton. 
You will recall that shortly, fourteen products, including 
peanuts and potatoes, had become basic. There can be no 
assurance that an ever normal granary of wheat and cotton, 
corn, rice and tobacco, will not lead us to ever normal 
granaries of mushrooms and spinach. 

For the artificial disturbance of one economic current 
invariably calls for a compensating adjustment elsewhere. It 
is like putting an oversize pillow into an undersize suit case. 





There are weevils enough in the commercial granary of the 
present, without offering the tempting dish that a political 
granary would inevitably present. 

The ever normal granary appears to propose a com- 
pound that includes the worst blunders of the Federal Farm 
Board and the primary fallacies of the AAA. There are too 
many soundly constructive policies, measures that would un- 
questionably benefit both American consumers and American 
farmers, to justify venturing further into courses such as 
the ever normal granary involves. 


The Japanese People Are Against the Army 


By CLYDE EAGLETON, Professor of Government, New York University 
Before Herald-Tribune Forum on Current Problems, October 9, 1937 


FIND it hard to reconcile the Japanese persons whom 

I know with those who are now, as the papers tell us, 

“deliberately and methodically” dropping bombs on the 
civilian population of China. The individual Japanese is a 
nice fellow, with many virtues; I like him, and I spend a 
great deal of time nowadays wondering how he ever got into 
his present situation. Perhaps it is his very virtues which 
betray him, for he tends to extremes in all that he does. His 
dominant virtue, doubtless, is loyalty—a feudal sort of loyalty 
which implies sacrifice of one’s own opinions or one’s life. 
He is accustomed to settling disputes by reference to an 
older person in the community, and thus, in such a dispute 
as the present one, to submit to the decisions of: higher au- 
thorities. 

For centuries, he has been steeped in a traditional loyalty 
to the emperor, and in obedience to him—or to those who 
speak for him; and he has for centuries been taught that the 
Japanese are a chosen people, destined to pre-eminence in the 
world. “Kokutai,” “yamato damashii” and such terms—re- 
ferring to the peculiar Japanese spirit—imply something 
transcendent, ideals and principles which the whole world 
will ultimately accept. These ideas are taught in the public 
schools; recently, elementary school books have been revised 
to emphasize them. You will find some of that sort of thing, 
though exceptional, in the literature of many countries: but I 
found evidences in conversations, and was assured by mission- 
aries, that such beliefs are widely prevalent in Japan. 

Consequently, the Japanese mind is fertile soil for the 
sowing of the army leaders. The army has, for a number 
of years, impressed upon the nation the existence of certain 
dangers calling for strong military powers and for aggressive 
action. It preaches the danger of communism from Russia, 
and the necessity for controlling China in order to combat 
communism there. And this is closely related to the divine 
mission of Japan, to preserve peace in the Far East; what 
makes it so bad is that they sincerely believe that the Japanese 
action is justified as preserving peace and order in Asia. 

This explains why, to a Japanese, the anti-Japanese feel- 
ing in China is incomprehensible and even provocative; it 
explains such phrases of Japanese spokesmen as “punitive ex- 
pedition against China.” On the day I left Japan, an editorial 





asserted that the Chinese must be punished for their failure 
to cooperate with Japan for the preservation of peace in 
China! The army also appeals to pride: Japan is a great 
power and must not “lose face.” It appeals to need, and as- 
serts that Japan must have economic resources not now found 
within her territories. 

Such arguments have their effect, but there is neverthe- 
less a tremendous opposition to the army. I did not talk to 
a single person or read a single editorial which spoke favor- 
ably of the army; and of course it was defeated in the elec- 
tion. As a matter of fact, Japan is a far more disunited na- 
tion today than is China; the tables have been turned. Not 
only are the people against the army, but the navy and 
army are on unfriendly terms; and there is much dissension in 
the army itself. It seems clear—even if paradoxical—that some 
of the most radical thinkers in Japan are to be found in the 
army—young officers from agricultural districts who resent 
the economic bondage in which their people are held by landed 
and industrial interests, supported by the political régime. 

Japan, I repeat, is badly torn by internal dissensions ; 
and it is doubtless for this reason that the army exploited the 
Liukachiao incident. The army has been in the saddle for 
some years, increasing its strength as the elder statesmen died 
out. But opposition to its financial cost, to its interference in 
the government and its policy in China has been steadily 
weakening its position. Like other peoples—though perhaps 
more so—the Japanese rally behind their standards and for- 
get their internal dissensions when war comes; by precipitat- 
ing a war situation, then, the army could get rid of opposition. 
They had also to fear increasing Chinese strength. 

But there is another reason for their action which I 
emphasize. In 1931 they tried aggressive action in China in 
defiance of the organized community of nations and in the 
face of unanimous condemnation by public opinion through- 
out the world, and got away with it—and with Manchukuo! 
Since then they have seen this example followed by Germany, 
who violated her treaty obligations, and by Italy, who took 
Ethiopia; and they have heard the people of the United 
States assert that they would not fight for their own rights, 
much less for the rights of any one else. The army could feel 
sure, then, that it faced no opposition except from China. 
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Externally the situation was favorable; internally their situa- 
tion was desperate; so they took the usual course. 

There is no enthusiasm in Japan for the army, and I am 
sure the people dislike the present fighting, though, of course, 
they will support it in their sacrificial way. ‘The tragedy of 
it all is that the Japanese might easily have secured their 
economic ends in China had they adopted a more friendly 
and less aggressive attitude—I was told this by a number of 
Chinese, and even by some Japanese. But what their brutal 
and superior tone has done is to unite the Chinese in a last- 
ing and bitter unity; and I do not believe that the Japanese 
can ever have any success there in the future. 

The Japanese have no compelling motive to justify en- 
thusiasm for their cause; but the Chinese have. It has taken 
a long time to arouse the Chinese; but the Japanese have 
done it. There can be no doubt of the national unification of 
China. Every one is behind Nanking, or, at any rate, behind 
Chiang Kai-shek. They are convinced that they must fight; 
one man at the Foreign Office at Nanking said to me: “There 
is no use talking to the Japanese so long as their heads are 
up in the clouds; the only thing we can do is fight.” 

And they were sure, too, that they could whip Japan. 
As to this I told them, and I still believe, that they were 
overconfident. China has in the last year or so made a per- 
fectly amazing advance, but she is not yet ready for the well 
equipped and hard-fighting Japanese army. Nevertheless, the 
Japanese are having, and will continue to have, a very diffi- 
cult task: they will never subdue China. 

If and when Japan has defeated the Chinese armies on 
the battlefield, she will be exhausted by the task of holding 
any part of China in order, for the Chinese are too incensed 
to submit. You have heard the story of the Chinese who 
were gloating over the news of the war. The American 
could not understand: why, he said, you have lost 1,000 men 
and the Japanese only lost 200—why are you rejoicing? 
Yes, that’s fine, replied the Chinese; before long, at that 
rate, there won’t be any Japanese left! Win or lose, in the 
military sense, the Japanese are bound to lose in the economic 
and political sense. 

Thus the army leaders of Japan—who speak sneeringly 
of Chinese war lords—have plunged their people into an ad- 
venture which means at the least, a desperate economic situa- 
tion for years to come. And as this adventure is now being 
conducted by Japan, it means the destruction of the splendid 
civilization which is just being born in China, as well as the 
wanton destruction of Chinese lives. It is undertaken in vio- 
lation of treaty obligations and of universally accepted moral 
principles, and in defiance of public opinion throughout 
the world. 

It disregards not only such rules as international law has 
builded up for the conduct of war, but all humane principles. 
~Civilians are being butchered by the thousands; beautiful new 
buildings and ancient treasures are being destroyed ; hospitals 
and educational institutions are blown up—so that the new 
educational advance in China will be retarded ; foreign prop- 
erties are being devastated, so that they will have no foot- 
hold when the Japanese are in control; there is utter, im- 
pertinent disregard for the lives of foreigners, even of diplo- 
mats whose special protection is one of the oldest rules of 
international law. 

This would be outrageous enough if it were war—but 





the Japanese say that it is not war—it is merely a “punitive 
expedition.” ‘There is good argument on both sides of the 
technical question, whether war exists in China today. But 
if the Japanese are not waging war, their conduct is all the 
more outrageous, and their treatment of foreigners inexcus- 
able. The whole world is upset by the Japanese action. Ship- 
ping is badly dislocated; many industries are directly, and 
many indirectly, hurt; thousands of persons in many coun- 
tries are thrown out of work. 

The damage to human feelings and moral principles can 
not be measured in money, but that injury is even greater. 
And all this because a few men in Japan have plunged their 
people, and the Chinese people, and the whole world, into a 
situation which none but those few desire, and which al! 
others resent and detest ! 

Now, I ask you, why must the community of nations 
submit to such an outrage? 

lor many years, war-makers have been accorded a posi- 
tion of special privilege in the community of nations. But. 
recently, most of the states of the world formed an organiza- 
tion, one of whose objects was to restrict war-making; a little 
later, even more states signed the Kellogg Pact, whose pur- 
pose was to outlaw war;-just a few days ago, practically all 
the nations of the world reaffirmed those principles in reply 
to Secretary Hull’s plea of July 16. Thus the people of the 
world, including and led by the American people, have de- 
clared aggressive war to be illegal, a crime. And yet we still 
have war, in more shocking form than ever. Why do we 
permit it? 

1 take it that the American people sympathize with 
China in this conflict, and would like for the Chinese to 
escape defeat. I take it, too, that Americans desire to see 
justice and law maintained, in the community of nations as 
elsewhere. And above all thingsatoday, the American people 
want peace in the world. These ideals—and they are worthy 
ideals—are condemned to defeat if that policy is adopted 
which is now being urged continually upon the President by 
six peace organizations—six out of some forty of the groups 
of the National Peace Conference. A few days ago Mrs. 
Boeckel, representing one of these organizations, said: ‘We 
are opposed to the maintenance of the sanctity of treaties by 
war, and since the enforcement of the sanctity of treaties 
must ultimately rest upon war . . . we do not agree that 
this offers a substitute for war.” In other words, the Na- 
tional Council for the Prevention of War admits that the 
law of nations can be maintained only by force, but is un- 
willing to use force; it would submit abjectly to the criminal 
state which makes use of force. That means the defeat of 
China, the overthrow of justice, and the triumph of war over 
peace in the world. 

I do not believe that this fits in with American character 
and tradition; and I am glad that President Roosevelt and 
Secretary Hull, as responsible statesmen, have refused to 
apply the neutrality legislation. Under the law, the Presi- 
dent has the right to say whether war exists; and he is justi- 
fied, from the legal viewpoint, in hesitating to say that the 
conflict in the Far East is war. Application of the neutrality 
legislation would produce as many complications as now exist ; 
and it would have the tragic effect of wounding and dis- 
heartening China, and of encouraging Japan and other states 
to further aggression. 
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It is bad enough that the United States should not con- 
tribute toward maintaining peace in the world, but we can 
at least refrain from aiding and encouraging a war-making 
state! It is not the American idea of fair play to help the 
criminal and to kick his victim—and this is precisely what 
the application of the neutrality legislation means. 

Shortly after 1 returned to New York | read an appeal 
on behalf of World Peaceways, for the application of the neu- 
trality laws, which said: ““When an American policeman sees 
two men fighting, he does not wait for a formal admission 
on their part that they are fighting. He recognizes a fight as 
a fight.” The implication of this seems to be that, when the 
men declared that they were fighting, the policeman would 
step back, and say to them: “Go ahead; it is none of my busi- 
ness; send your own truck over and I will supply you with 
all the ammunition you need to shoot each other up.” This, 
at any rate, is what our so-called neutrality legislation says; 
but I can not imagine an American policeman saying it. He 
would forbid the fighting and would take off to jail those 
who persisted. 

The surrender to crime which these organizations advo- 
cate will not advance peace and order; on the contrary, it 
would destroy civilization. I am glad to see that Secretary 
Hull has not surrendered our rights upon the demand of, or 
through fear of, an international law-breaker. He has main- 
tained the sanctity of treaties and of international law; he 
has protested against illegal and inhuman methods of fight- 


ing; he has helped to rescue American citizens, and has 
claimed full reparation for the damages which they may 
suffer through illegal acts; he has refused to withdraw our 
representatives in the face of illegal threats; above all, he has 
refused to apply the neutrality legislation. And this he has 
done with no word or act which might risk invoiving us in 
war. It is the least which a responsible statesman can do; 
and he should be supported by the American people. 

I do not propose, for now or later, that the United 
States should play the role of Don Quixote upon the inter- 
national scene, and break a lone lance for the cause of right. 
I wish that we were willing to join in with other states and 
contribute our share with them in an organization strong 
enough to prevent war. Failing that, I commend to you the 
words of the Chinese delegate to the League of Nations, 
words just as applicable to the United States as to the 

€: 

“If the League cannot defend right in the face of might, 
it can at least point out the wrong-doer to the world. If it 
cannot enforce international law and the principles of the 
Covenant, it can at least make known that it has not aban- 
doned them. If it cannot prevent the ruthless slaughter of 
men, women and children and the wanton destruction of 
property by the illegal and inhuman methods of aerial bom- 
bardment, it can at least make clear where its sentiments are, 
in order to reinforce the universal demand of a civilized 
world for the immediate abandonment of such practices.” 


America Is at War With Itself 


PEACE AT HOME 


By RAYMOND MOLEY, Editor, News-Week; Professor Public Law, Columbia University 
Before Fiftieth Anniversary, American Institute of Accountants, N. Y. C., October 22, 1937 


[ ABBREVIATED ] 


lems that are to come before Congress. But one of the 
most important of all at this moment was not included 
—and that is the problem of taxation. We have now reached 
a point in the tax history of the federal government where 
certain forms of taxation, such as the undistributed profits 
tax and the capital gains tax, can no longer be justified as 
sound revenue collecting measures. We all have our sus- 
picions as to why they were imposed, and those suspicions 
center around the idea that they were not essentially revenue 
collecting measures at all. They were instruments of social 
and economic reform. It seems to me that the President 
must ultimately recognize this squarely, and if these measures 
are to be continued, cease to attempt a justification of them 
on the ground that they are sound revenue producers. The 
facts refute that position. I also believe, from the bottom of 
my heart, that the facts refute the pretention that they are 
sound social or reform measures. But I fear it will be a long 
time before we shall have much relief from them. 
There are intelligent and persuasive arguments against 
the use of tax measures as instruments of reform. But we 
may as well face the fact that taxes will be levied, in the 


T= E other night the President recited some of the prob- 





future as in the past, for both reform and revenue purposes. 
Speaking practically, the only way to meet this situation is 
to look beneath the surface of the taxes themselves and to 
direct examination to the soundness of those taxes as a means 
for achieving the reforms in question. And still more im- 
portant the way to meet the situation is to insist that there 
be less reform though taxation and more reform in taxation. 

Taxes cannot be made popular. It was a French states- 
man, I believe, who remarked long ago that no one had yet 
discovered a way to pluck feathers from a goose that com- 
pletely met the approval and cooperation of the goose. But 
there are ways of plucking feathers that will permit the 
goose to go on with the business of laying eggs as usual, 
and, what is more, there are ways of plucking feathers that 
cannot kill the goose. With respect to the undistributed 
profits and the capital gains taxes, I believe there is a grow- 
ing conviction that both are bad for the goose; that both 
impair its production of eggs; that both actually diminish 
rather than increase the crop of feathers. 

It seems to me that many months back we reached the 
moment when legislation to meet the humane objectives of 
this Administration could be formulated in an atmosphere 
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of peace. I know of no reason why an atmosphere of conflict 
and bickering should be considered helpful to the promotion 
of those objectives. Not only problems of taxation but the 
infinitely more important problem of how to increase the 
volume of production can only be solved through the co- 
operation of all. Sir Josiah Stamp, for whom thinking people 
in this country have as great a respect as those of his own 
country, said this in words that have a tremendous bearing 
upon the present situation in this country: 
“  . . it is better to have a moderate proportion of a 
large aggregate produced by willing cooperation of all 
parties than a larger proportion of a meager aggregate, 
which results from the stinted and stunted efforts of all 
parties watching each other in daily jealousy and internal 
conflict. 
“ . the standard of life to be obtained without elabor- 
ate contest, as a share of universal hard work and effi- 
ciency under stable conditions, far exceeds any standard 
that can be got out of the production that results in a 
world of suspicion. . . .” 


Above all, not only the questions of taxation, but with 
respect to public affairs generally, I believe there is a tre- 
mendous surge of feeling in this country toward the substitu- 
tion of peaceable relations among the groups, and as between 
the groups and the government, for the bitter controversy 
we have been having. 

The last two major speeches of the President ended with 
these words: “America hates war. America hopes for peace. 
Therefore America actively engages in the search for peace.””* 

With such sentiments no reasonable person can quarrel. 
But it is not quibbling to point out that there are many ways 
to seek for peace that neither speech suggests. 

What of peace here in the United States—peace between 
employers and labor, peace within labor, peace between sec- 
tions, peace between government and business? 

The President has rightly pointed out again and again 
in the course of his Western trip that he is the President of 
all the people, not just of certain parties or groups within 
the nation. But each of his recent utterances is studded with 
such expressions as the following: 


“We can get along in local and state and federal 
government without the services of those who are good 
citizens only so long as it does not cost their pocketbooks 
anything to be good citizens.” (Casper, Wyo., Sept. 24) 
“  . . the calamity-howlers and narrow-minded stay-at- 
homes.” (Fargo, N. D., Oct. 4) 


- . in respect to public affairs and national problems, 
the excellently educated man and woman form the least 
worthwhile opinion, for the simple reason that they have 
enough education to make them think they know it all, 
whereas actually their point of view is based on associations 
with others who, in their geographical outlook, at least, are 
about one inch wide. . . . Don’t talk to your banking 
friends or your Chamber of Commerce friends . . . but 


specialize on the gasoline station man, the small restaurant 
keeper and the farmers you meet by the wayside and your 
fellow automobile travelers.” 
speech, Oct. 5) 


*(V. 8. Oct. 15, p. 4) 


(Herald-Tribune Forum 
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. enemies of democracy . . . the alarms of a few who 
seek to regain control of Ameican life . . . big manufac- 
turers . . . never hesitate to shut down their own huge 
plants, throw men out of work, and cut down the purchas- 
ing power of whole communities whenever they think they 
must adjust their production to an oversupply of the goods 
they make. When it is their baby who has the measles, 
they call it not ‘an economy of scarcity,’ but ‘sound busi- 
ness judgment.’” (Fireside Chat, Oct. 12)* 


These excerpts are less than one month’s crop. They 
bespeak an America at war with itself, not an America 
searching for peace. And their endless repetition, now in one 
form, now in another, creates the very discord they are in- 
tended to portray. 

Their repetition does something else, too—something 
else that is likely to be of more immediate interest to the 
politician. There is an inexorable law of diminishing returns 
where the winning of public favor is concerned. Theatre 
people and movie producers know it—or soon have it burned 
into their consciousness. The customers get tired of the 
same act. The actor may sing or dance or speak his piece 
just as well as he did when he was packing them in, but if 
he doesn’t change his routine, the public goes elsewhere. 

One of these days, somebody is going to capitalize on the 
growing weariness of the country with the there-are-villains- 
lurking-in-the-bushes-ready-to-tear-you-to-pieces appeal. Some- 
body is going to capture the interest of the public by insisting 
that life isn’t a bitter war, but a process of continuous ad- 
justment. I still cherish the hope that it will be Mr. Roose- 
velt, rather than someone less conscious than he is of the 
fact that a living government must facilitate the processes 
of change. But that hope has had little to sustain it these 
past months. 

In his speech at Chicago, Mr. Roosevelt paraphrased a 
fine passage in James Hilton’s “Lost Horizon,” in which 
the Grand Lama of Shangri-La speaks of “a time when men, 
exulting in the technique of homicide, would rage so hotly 
over the world that every precious thing would be in danger, 
every book and picture and harmony, every treasurer gathered 
through two milleniums, the small, the delicate, the defense- 
less—all would be lost . . .’” 

But the President omitted from that recital what fol- 
lows: “‘Here we shall stay . . . seeking such wisdom as men 
will need when their passions are all spent. We have a 
heritage to cherish and bequeath.” 

Haven’t we in this country, here at home, a heritage to 
cherish and bequeath—something more precious to protect 
than even books and pictures and harmonies—a way of life 
to sustain and perfect, whatever the surge of darkness 
around us? Are our energies to be dissipated blindly grap- 
pling with forces abroad or needlessly shattering our domes- 
tic tranquillity, while we lose “such wisdom as men will 
need when their passions are all spent?” 

What of the vision of which Mr. Roosevelt has so often 
told us—his vision of a friendly people achieving, in a spirit 
of amity, the security of an equitable social order? What of 
peace here in the United States? 

Here is our Shangri-La! 

The Holy Grail? “Behold, it is here... .” 


2 (See p. 49) 
*(V. 8. Oct. 15, p. 2) 
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Two Are Alive 


By MICHAEL STRAIGHT, President-Elect, Cambridge Union, England 
At Willard Straight Post, American Legion, N. Y. C., October 6, 1937 


[ ABBREVIATED ] 


{THE AUTHOR, AN AMERICAN WHO GRADUATED FROM CAMBRIDGE THIS YEAR WITH 
HIGHEST HONORS, HAS BEEN IN A UNIQUE POSITION TO INTERPRET THE ATTITUDE 
DESCRIBED BY MR. BUELL, PRESIDENT OF THE FOREIGN POLICY ASSOCIATION AT 
THE RECENT TRIBUNE FORUM—“OF ALL THE CALAMITIES OF THE PRESENT TIME 


NONE WEIGHS MORE HEAVILY ON 
WAR.”—-ED.] 


GREAT many times my generation has accused yours 

of being fooled by slogans into fighting a war in which 

you had no part, of allowing a peace which condemned 
from the start the principles you fought for; and of perpetu- 
ating, by your lack of understanding, the forces which had 
caused the war and which when the war was over, made it 
inevitable that the democracy you fought to save would be 
still-born, and the peace always in peril. 

That talk was never entirely true and it’s dangerous to 
repeat it now. Among other things its unproductive criticism 
turned the people of Germany towards the blind acceptance 
of a leader who assured them that they had died for some- 
thing ; that they were heroes; and that they had failed because 
forces outside, not within Germany, had betrayed them. 

Nevertheless, we know now that the war proved nothing 
and saved nothing; and that the greatest effect it could hope 
for, was to maintain in those few of you who survived it, a 
realization of what war meant, and a determination that 
never again should war be repeated. 

We have that determination and that understanding 
and still we seem powerless to stop the present drive towards 
war. Was that hope drunk? There has been no peace in the 
last six years and many people believe now that the second 
world war has already begun. You left the best of your 
generation behind you in the fields of France. Already we 
have left some of our best behind in Spain. At least if we 
torture our imaginations now we know another side of what 
war means. The grief that we have suffered at the death of 
our friends, multiplied twelve million times. 

At first one might have expected that the reaction to all 
the horror of war, particularly among the English, would 
have produced, in my generation, an attitude of uncompro- 
mising Pacifism. And even in 1932, when disarmament still 
seemed possible and Germany was still under the Weimar 
Republic, Pacifism was deep-rooted enough to make rearma- 
ment impossible. 

That was reflected in the students, but within a year 
those illusions were smashed by Hitler’s rise to power, and 
our post-war disillusionment changed to a pre-war concern 
for the future of world peace. Pacifism certainly was the 
only attitude which could be logically defended; but in an 
armed world, in which the whole dialectic was the crushing 
of democracy by force, Pacifism seemed as out of place as 
Euclidean geometry, also logical; in a non-Euclidean world. 

We saw the Fascist offensive start in Manchuria and 
spread across the world. We saw that the danger of war 
was created by the internal contradictions of Fascist economy 


MODERN YOUTH THAN THE CALAMITY OF 


which necessitated a drive for territorial expansion. We saw 
that even if we were prepared to allow them to seize and 
subjugate the smaller democratic states, world peace would 
not be saved by this compromise because their contradictions 
were too great. We saw consequently that the policy of the 
British Government (based on this belief) was a fatal one, 
for Japan passed the lesson of British indifference in the face 
of aggression to Mussolini. Mussolini passed it on to Ger- 
many, Germany and Italy combined to use it in Spain. 

We believed that isolation was no answer to this, and 
as we saw that because Fascism and war were inseparable, 
the fight to save democracy and the fight for peace were also 
inseparable and we believed that the frontiers of England 
were neither on the channel, nor on the Rhine, but every- 
where that democracy was being attacked. We openly rejected 
any idea that we would fight either for national defense or 
the Empire. But we believed in collective security and 
attempted to convince those who believed in national defense 
that collective security in fact was their only hope. 

And because we believed in collective security we had 
to be prepared to fight for collective security in the last 
resort. We believed that force could only be met by force, 
and war could only be prevented by the overwhelming threat 
of force against the aggressor. 

When the Spanish war came, sixty to a hundred stu- 
dents from Cambridge would have gone if they had been 
called. As it was six went, two of whom are still alive. The 
attitude of those six was typical of the rest of us. They 
loathed war and all fighting. They knew that war itself had 
no glory whatsoever. They had no hatred of the German 
people, the Italian people, or the Moors and that made fight- 
ing harder for them. Yet they went because they believed 
that the Spanish Government had to win, if need be over the 
bodies of a million soldiers, if world peace and world democ- 
racy were to be made secure. Yet in almost all respects the 
attitude of those six resembled your own in 1917. You and 
they went, prepared to die for the same slogans, of democracy . 
and peace. You had the same attitude towards war as they 
did; at least after you realized what it was like. And we at 
home had the same veneration towards those six as America 
had towards you in 1917. It was as damaging to our moral 
integrity to rejoice that a rebel battleship had been sunk with 
eight hundred lives lost, or sixty thousand Italians had been 
killed at Guadalajara, as it was for America to rejoice at the 
death of four million Germans in 1918. 

What then, is the difference? If there is one it lies in 
our new analysis of the world which your dead gave us, and 
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in the new lineup on either side in 1914. It was nation against 
nation and you soon realized how false a demarcation that 
was because you had no quarrel with the people of Germany 
or her allies. Now it is Fascist and anti-Fascist, class against 
class with the same hatred on both sides. Is that a more real 
demarcation? If the issue between the classes can only be 
resolved by fighting, then the outlook for society is as terrible 
as it could be. Must’nt we say that: “The evil that we have 
to combat is not that sad abstraction called the devil but 
everything that sets man against man?’ 

How many times do we ask ourselves these questions? 
When we are involved in activity concerning them, activity 
itself becomes a drug and a way of escaping them. 

Here I can do no more than say what our attitude was. 
Tortured as we were by seeing peace tortured every hour, we 


* “Bread and Wine,” by Ignazio Silone.—Ed. 


wanted to act above all. To us in these past five years, peace 
and democracy seemed like ‘a naked man lost in a storm of 
spears’? and we could not stand the thought of those spears 
closing in! 

We had to act, but was our action fated to be as use- 
less and wasted as yours? Were those six wrong when they 
died, believing that just as the slogan of a war “to save 
democracy” was a terrible lie in 1914, so now it is an 
equally Terrible Truth? 

We cannot answer now. Possibly in thirty years, when 
the smoke of battle that blinds one has once more cleared 
away will those of us who have survived, and are living in 
the new dark ages or the new millennium, be able to answer 
the question that holds the key to the future of our 
civilization. 

2 Arthur Symons, English Poet, 1865—, “In The Woods 
of Finvara.”—Ed. 


Bumble Puppy on Government 


By FRED I. KENT, Chairman, Commerce and Maritime Commission, American Bankers Association 
Before Savings Division; Convention of the Association, Boston, October 12, 1937 
[ EXCERPTED ] 


of the day. One day a great aunt of mine who was 
a maiden lady with a remarkable memory came to 
visit us. Seeing that we were playing whist, she spent a 
whole day memorizing rules in a book. That evening she 
played with my father. To his amazement every play she 
made w7s exactly the opposite of the one she should have 
made. After this had gone on for a while my father explained 
why it was not advisable to trump your partner’s ace and a 
number of other ideas of similar character. The old lady 
was quite shocked and said that she had been playing exactly 
according to the book that she had read that day and she 
had memorized the rules. My father could not understand 
it and she said, “Well, I will get the book.” When he looked 
at it he saw it was “Bumble-Puppy On Whist.” It was 
written on the basis of stating everything by rules that were 
just the opposite of what should be done. The laugh was 
on the old lady but with her remarkable memory it was not 
dificult for her to twist the situation and become a good 
whist player even though she was over eighty years of age. 
Today the great world public seems to have become 
intrigued with “Bumble-Puppy on Government.” 


. NUMBER of years ago whist was the popular game 


It might be well to set up the rules of “Bumble-Puppy 
On Government,” as they seem to appear after reading cer- 
tain books, magazines and newspapers and listening to ad- 
dresses made on public forum and radio and from the words 
of great numbers of individuals who all together have, in 
effect, composed “Bumble-Puppy On Government”: 


1. In order that industry may provide sufficient units 
of production of those things required or desired by the 
people for their comfort in living, government should hamper 
industry 





a. by great and unwise taxation; 

b. by increasing the cost of production in every 
way possible, thus making it difficult for the people to 
buy goods; 

c. by excessive governmental regulations that will 
prevent the flexibility of the activity of management to 
meet the ever-changing conditions that prevail in the 
life of man and that will transfer such power to un- 
trained government officials; 

d. by competitive government operation with indus- 
tries on a super-excessive cost basis that inevitably fol- 
lows government operation because of the forces exer- 
cised by organized minorities and the ambitions of 
those driving for political power and where the excess 
costs are obtained through taxation of the people so that 
dishonest management and inefficiency do not become 
known to the public; 

e. by government connivance with organized 
minorities to increase the costs of legitimate industries 
at the expense of the consumer. 


2. Government should repudiate at will its monetary 
obligations by juggling its money standard 

a. in order that it may increase its export trade 
through destruction of that of other countries even 
though it would decrease their ability to pay for others’ 
exports ; 

b. so that it may favor one class at the expense of 
another, say the debtor class against the creditor class or 
vice versa and, as such things go, destroy to some greater 
or lesser extent the value of the savings of the multitude ; 

c. so that every business will be turned into a 
gamble and lose its status as a sound occupation. 
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3. Government should destroy one of the great forces 
in the world that makes for integrity in business and social 
life by taking from men their power of trusteeship for others 
that is so widespread throughout every activity of mankind 
and whose exercise inevitably leads to greater general honesty 
of purpose than could otherwise be expected of men. 


4. Government should destroy the development and 
growth of the individual ingenuity of men that results in the 
creation of wealth whose benefits spread generally to the 
people because such activities 


a. increase the demand for labor; 


b. increase the units of production and at lower 
cost, thus enabling wide distribution among the people. 


5. Government should regiment the people by appointing 
and giving power to some men who may be no better fitted, 
or even as well fitted as other men to guide their own lives, 
to tell their neighbors how they must live; that is, govern- 
ment should prohibit men from exercising that character of 
liberty which permits them to develop their own lives in their 
own way, provided they do not interfere with the rights of 
others, and provide a new form of liberty in its place which 
will be dispensed by bureaucrats at their pleasure and that 
allows men to do only that which they are told to do. 


6. Government should instruct the people in false ideal- 
ism that leads them to believe that they can have something 
for nothing, that their own effort to make their living is 
not important and that it can be supplemented by payments 
created by the efforts of others whom it can be taken for 
granted can and will continue to provide the profits upon 
which others may live even though they are taken from them. 


7. Government should so carry on of its own free will 
in conaection with things economic and social in order that 
the standard of living of the people shall be reduced as has 
always occurred when government has undertaken to rule in 
such manner so as to enlarge its political power rather than 
to utilize and make effective the ingenuity and intelligence 
of its citizens. 


8. Government should spend money recklessly for politi- 
cal purposes, to meet the requests of organized minorities and 
to provide for the increase of bureaucracy without regard to 
national income or national financial condition, 


a. in order that the people may be taxed and taxed 
and over-taxed both through direct taxes and increases 
in the cost of everything they buy; 

b. in order that the public may be loaded up with 
government securities until the reestablishment of in- 
dustry and trade on any sound basis is impossible ; 

c. in order that the desire for thrift will be taxed 
out of existence; 

d. in order that men can be fooled into believing 
that government can lift a country by its bootstraps and 
maintain its people in great numbers by payments from 
the public treasury; 

e. in order that happiness and contentment may be 
dissipated and discouragement and hardship may take 
their places, thus creating a public mind ready for war 
on the least provocation—either civil or international. 

By all of these regulations and by such other means that 
lie within its power, government should destroy the happi- 
ness and contentment of its people. 





